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Preface to the First Edition. 

*^f he following pages presuppose on the part of the 
Ill/reader acquaintance with the text of various 
schemes which aim at the creation of an interna- 
tional currency organisation. These are now being discussed all 
over the world ; and this brief volume is an attempt to view 
the question not only from an international but also from 
the Indian angle. 

I am indebted to the Editor of 'Commerce/ the Bombay 
Financial Weekly, for permission to reproduce three articles on 
the subject contributed by me to that journal. 

UNIVERSITY OF DBLHI. 

1 2th October, 1943. V. K. R. V. RAO. 

Preface to the Second Edition. 

;he following pages contain a revised edmon of the 
brochure which was first published in October 1943. 
Much water has since flowed by the banks of the 
Jumna, and what appeared almost impossible at that time 
viz., a comprehensive plan acceptable both to the U. K. and 
U. S. A. experts has now been achieved; and the Joint Plan 
prepared jointly by the Anglo-American experts now holds the 
field. I have, therefore, added a chapter dealing with the 
proposed international monetary fund, comparing its pro- 
visions with those of the previous plans, and indicating the 
changes which are still necessary from the Indian standpoint. 
The final chapter on 'conclusion' has also been revised in the 
light of the joint plan and my reactions thereto. Some of the 
other chapters have also been revised, but this has been 
done mainly with a view to giving a clearer exposition of 
t he problem and a more comprehensive analysis of the issues 
involved. 



As I write these lines, a conference is in progress at 
Breton Woods on the joint plan for the creation of an Interna- 
tional Monetary Fund , and India is represented by a strong 
delegation which includes two non- officials of eminence. The 
point of view expounded in the following pages has more 
or less been accepted by no n- official opinion, in India, and 
is also largely acceptable to Government as evidenced bv the 
speeches of a number of Members of the Viceroy's Executive 
Council. I have no doubt that the Indian delegation will pull 
as one team at Breton Woods, and will place in the forefront 
of their demands the inclusion of the liquidation of war-time 
balances among the objectives of the I. M. F. Whether they 
will secure the assent of the other delegations, particular I v 
that of the U. K., to their proposal is more than I can say. 
But I trust tbat they will do so not only in the interests 
of international harmony and good will but also that of the 
expansion of world trade and world economy and the securing 
of world employment. 

The interest-displayed in the first edition of the brochure 
is an indication of the keen interest which the International 
Currency Plans have roused in India, and the growing in- 
ternational mindedness of the Indian public If the second and 
revised edition will help to maintain that interest and foouss 
attention on one important aspect of India's post-war interna- 
tional economic relations, I shall deem my labour amply re- 
warded. 

In response to the request of many readers of the first 
edition, I have included in the present edition the text of the 
different plans as appendices. This will also help to bring 
together the various international currency plans in one place 
and make it a useful book of reference for students of currency 
history. 
University of Delhi. 

30th June 1944. V. K. R. V. RAO. 



Just as the final proof of this book were passed, the 
Breton Woods Conference had concluded its deliberations and a 
summary of the conclusions reached therein had become avai- 
lable in India. I have therefore thought it fit to include an 
additional chapter on " The Breton Woods Conference and 
After." As full details of the conclusions reached in this con- 
ference are not yet available, it has not been possiole to discuss 
them in any detail. I hope to do this in case the reading 
public gives me an opportunity to bring out third edition of 
this book. In the meanwhile, it is sufficient to state here that 
the Indian delegation at Breton Woods did pull as one team, 
but that inspite of it, they did not succeed in getting the con- 
ference to accept the major demand set out in this book, viz., 
that of the inclusion of the liquidation of war-time b-ilances 
within the scope of the International Monetary Fund. Nor has 
the conference conceded India's claim to a permanent seat on 
the Executive Committee of the Fund. Whether the Indian 
legislature should, under these circumstances, accept India's 
participation in the Fund, is a question I have discussed in 
the final chapter. I have also discussed in the same chapter 
the main provisions of the proposed International Bank and 
their bearing in determining India's attitude. My conclusion 
is that, in. spite of the disappointment that India has un- 
doubtedly suffered by the rejection of the major demands of 
the Indian delegation at Breton Woods we should accept mem- 
bership of both the International Monetary Fund arid the In- 
ternational Bank. For a brief exposition of the reasons under- 
lying this conclusion, the inteiested reader is referred to the 
last chapter. 

UNIVERSITY OF DELHI. 

$oth June 1944. V. K. R. V. RAO. 
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CHAPTER I 

THE INTERNATIONAL CURRENCY 
PROBLEM. 

Before proceeding to consider the Anglo-Ameri- 
can Currency Plans, it is desirable to say something 
about the nature of the problem which these plans 
are intended to tackle. What is the international 
currency problem ? How has it been dealt with in 
the past ? What additional complications is the 
post-war period likely to produce ? Unless we say 
something about these questions, it would be 
difficult to arrive at any informed judgment about 
the proposed international currency plans which are 
being discussed in so many parts of the world today. 

To begin with, the pre-war period can roughly 
be described as the period of the rethronement and 
dethronement of the gold standard. Before the last 
war of 1914-18, the major countries in the world had 
gold coins in circulation and a fixed exchange value 
of their currencies in terms of gold. The war result- 
ed in a loss of gold by a number of belligerent powers 
and a widespread inflation of their domestic curren- 
cies. With the termination of war, exchange 
controls were relaxed and the exchange value of most 



currencies proved to have depreciated in terms of 
gold, and of the dollar which was still based on gold. 
International monetary conferences were held and it 
was generally agreed that attempts should be made 
to return to the gold standard but without gold 
currency in circulation. The gold exchange standard 
thus became an accepted and recognised variant of 
the old gold standard; and England led the way by 
returning to the gold standard at the pre-war rate 
(but without gold currency) in 1925*. Other countries 
followed suit after undergoing somewhat more pain- 
ful monetary experiences and by 1928, most of the 
major countries had returned to the gold standard. 
And yet within less than 5 years from that date, most 
of the world had gone off the gold standard; and be- 
fore the outbreak of the present war, the gold stand- 
ard had been effectively dethroned from the posi- 
tion it had regained with such painful effort after the 
last war. 

The reasons for this failure of the international 
gold standard in the pre-war period constituted the 
pre-war monetary problem, And it is necessary 
to inquire into this failure in order to know what 
sort of difficulties are going to face the post-war 
world in its attempt to have an international currency 
plan. 

'The variant adopted by England was the gold bullion standard. 



The essential feature of gold standard is the 
stability of the exchange values of national currencies 
in terms of gold. This meant that there were two 
sets of influences affecting its working viz. 

(1) influences emanating from the side of gold as sue h, 

(2) influences emanating from the manner in which the 
nations concerned worked the gold .standard and 
in particular, provided the necessary economic 
conditions for its successful working These came to 
be known in current discussion as rules of the gold 
standard game. 

The former had caused inflation in the early days 
of the gold standard ; in the pre-war period, it was 
feared that supplies of gold available for monetary 
purposes would be insufficient and that this may 
result in a general deflation of currency and of prices. 
The demonetisation of gold for internal purposes, 
the adoption of gold exchange standard, the central- 
isation* of national monetary gold reserves, the wider 
adoption of the proportional reserve system and the 
provision made for reducing the proportion of gold, all 
these were devices adopted to make a small supply 
go a long way in meeting larger requirements and 
there is no doubt that they did help in securing that 
object. In fact, I don't think it can be said that 
influences emanating from gold as such had much to 
do with the failure of the gold standard in the pre- 
war period- 



The manner in which the gold standard was 
worked cannot be held equally free from blame. 
Stability of exchange is fundamentally linked with 
equilibrium in the balance of payments. Now it 
always happened that some countries were having a 
favourable balance of trade, and others an adverse 
balance of trade ; those with adverse balances tried 
to set things right by stimulating their exports and 
diminishing their imports ; they increased exports by 
export subsidies, bilateral and empire trade treaties 
providing for preferential tariffs, blocked balances, and 
exchange depreciation ; and they diminished imports 
by quotas, exchange depreciation, and increase of 
tariff duties. v The countries which had favourable 
balances did not co-operate by decreasing their ex- 
ports and increasing their imports. On the contrary, 
they also retorted in kind, and attempted to keep 
up their level of exports and keep down that of 
imports. The result was a contraction in the volume 
of international trade without any restoration of 
equilibrium in the balances of payments. The 
deficit (on trade account) countries were compelled to 
export gold, but the gold movement was not per- 
mitted to have its normal compensatory effect because 
the countries importing gold did not expand their 
currency and bring about a rise in domestic prices 
and incomes; while those exporting gold did not 



decrease their currency and effect a fall in their 
domestic prices and incomes. Nor were the creditor 
countries willing to lend-to the debtor countries to the 
extent of their trade deficits. The result was a steady 
one way flow of gold traffic. Naturally, the debtor 
countries began to look anxiously to their gold re- 
serves, and put up the rate of interest to prevent its 
flow abroad. This in turn led to a slowing down of 
investment activity and therefore to unemployment, 
and fall in incomes and prices, in short resulted in a 
slump; and by a cumulative process, it spread round 
the world and led to a world depression. And 
ultimately, everybody went off the gold standard 
either to mitigate the slump or to prevent the slump 
reaching them and to fight for their share of the 
narrowed world market. Such exchange instability 
also retarded the free flow of foreign investment 
and therefore the growth of output, income and 
world trade. Finally, the pre-war period was 
conspicuous for the rapid movements of short-term 
capital from country to country leaving exchange 
instability in their wake. 

To sum up, the international monetary problem 
is really that of the maintenance of the values of 
national currencies in an international unit. If this 
is done, it will promote international investment and 
international trade and thereby lead to international 
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economic well being. The difficulties in the way of 
maintaining this stability of the exchange value of 
national currencies are 

(1) the special influences to which the stability 
of the international unit itself in terms of purchasing 
power may be subject due to the supply conditions of 
the article constituting the international unit, 

(2) the unwillingness of surplus countries to liquidate 
their surpluses either by increasing imports or bv 
foreign lending, 

(3) the unwillingness of deficit countries to liquidate 
their deficits by reducing their imports, 

(4) the unwillingness of creditor countries to receive 
either interest or return of capital in iho form of 
goods, 

(5) the unwillingness of countries importing or exporting 
gold to let this fact have its normal reaction on 
currency and prires in the countries concerned. 

As long as these tendencies persist unilateral 
changes in exchange rates are bound to continue 
and the international monetary problem will still 
remain with us. The position in the post-war period 
is likely to be further complicated by the emergence 
of abnormal balances, i.e. large amounts of short- 
term indebtedness on the part of certain countries 
which would obviously be unable to discharge these 
obligations in a short-period*. Unless some provision 
is made for the gradual liquidation of these balances, 

*T take no account here of repartition payments that may be 
imposed on the defeated enemy countries 
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it would be impossible for any international currency 
plan to function in the immediate post-war period. 

It will be seen therefore that the international 
monetary problem is not a purely currency problem^ 
but involves questions of trade policy, domestic 
monetary policy and international investments. 
These questions, in turn, relate to national economic 
policies which are decided by the nature of the 
country's economy and the stage of development which 
it has reached. This is where the trouble arises, for 
the economic development of different countries in 
the world is unequal and their pace uneven. Thus 
e.g. backward economies like India and China have 
a lot of leeway to make up in the industrialisation of 
their countries; and it is not reasonable to expect 
them to look with favour on an import of goods that 
will compete with their infant industries and hinder 
their economic development. Then again agricultural 
countries have found by experience that exchange 
stability exposes their economies to the immediate 
blast of an outside slump and leads to a fall in their 
prices much below that in the more orgnised indus- 
trial countries; they are therefore unwilling to look 
with favour on a policy of rigid exchange stability. 

Then again, it is rather unreasonable to expect 
countries whose domestic trade is far more important 
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than their foreign trade not to regard stability of 
domestic prices rather than of exchange as their 
primary monetary objective. This would be parti- 
cularly relevent now, because the internal price levels 
in different countries have not moved in step during 
the war and this is especially true of countries like 
India and China Moreover, it is a matter of internal 
currency policy to determine the post-war trends in 
internal price levels and a fixed exchange rate would 
make the execution of such internal currency plans 
exceedingly difficult. Finally a number of countries, 
especially India and China have on their immediate 
post-war anvil vast schemes for capital expenditure 
and public works ; it would be difficult to execute 
these plans if simultaneously the countries concerned 
have to maintain fixed rates of exchange. In short, 
rigidity of exchange rates is unsuited to a world, the 
units of which require different tempos of economic 
development and any international currency or- 
ganisation would do well to give member countries 
a measure of freedom to have flexible exchanges, the 
range of variation being of course limited to an 
agreed reasonable margin. 

It is also necessary to emphasise that the stability 
of the international value of national currencies will 
depend a good deal upon the initial rates selected 



for maintenance. In the case of some countries 
like India, this is a subject of long historical contro- 
versy and the present rate cannot be regarded as 
having the seal of public approval. Even apart 
from this, in the case of India as well as of other 
countries it is very difficult to know in advance the 
reactions of the war period on their post-war eco- 
nomies; and it will be almost impossible for these 
countries to commit themselves in the immediate 
post-war period to an exchange rate thit they will 
be prepared to maintain in tjie long period. Rather 
thnn expose the whole scheme to the risk of substan- 
tial changes in the international value of national 
currencies it would b* more sensible to regard the 
initial rates as provisional and leave it to member 
countries to suggest their permanent .rates within a 
period of 5 years after the termination of war. 

When all this is said, it must also be added that 
participation in international trade implies certain 
obligations on the participant countries. Thus, e.g. 
no country can expect to go on exporting without 
being ready to receive payment in imports; and 
Vice-versa. Whether this can be done without in 
jury to national economy in the absence of some 
form of governmental control of foreign trade is 
perhaps a matter of controversy. But it is not open 



10 

to doubt that, whatever be the machinery 
adopted, the responsibility must rest upon the 
governments of the countries concerned to see that 

(1) a current trade surplus is liquidated by an increase of 

imports or a decrease of exports or a repatriation of 
foreign debt or by foreign lending. 

(2) a current trade deficit is liquidated by an increase of 

expoits or a decrease of imports or by a sale of 
foreign investments or by foreign borrowing. 

It must be emphasised moreover that current 
trade deficits and surpluses must be clearly distin- 
guished from deficits and surpluses resulting from 
movement of capital and payments and receipts of 
interest and profits on capital, and it is better to 
use the expressions debtor and creditor countries 
for the latter i.e. to express the net state of indebted- 
ness or the balance on capital account. 

International trade also imposes certain obliga- 
tions on the creditor and debtor countries. In 
particular, no country should lend abroad unless it 
fulfils the following conditions* 

Conversely countries having genuine trade sur- 
pluses should be permitted to utilise them for 
repayment of foreign debt before they are called upon 
to take steps to liquidate their surpluses; and coun- 
tries having trade deficits should have the obligation 
to sell their foreign investments before special 
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concessions are shown to their exports by other 
countries. 

These obligations area part of international trade 
and have to be assumed by countries entering into 
trade relations with one another. It may be added 
that whether these steps are taken voluntarily or not 
sooner or later, such steps or variations of the same 
will be forced upon the countries concerned because 
disequilibrium in the balance of payments cannot 
continue indefinitely. But the economic consequen- 
ces of these measures will differ vastly according as 
they are undertaken voluntarily and with unftual 
understanding or they are forced upon national 
economies by force of economic diseqnilibria. It 
will obviously be much better if these steps are taken 
voluntarily; for then there will be no widening waves 
of high interest rates, low prices, low incomes and 
increasing unemployment; mutual understanding will 
exist among different nations; they will give each 
other time for readjustment of their economies to 
the altered equilibrium position in their international 
trade; and this is likely to result in the least 
contraction of world trade and world employment. 
Above all, there will be less likelihood of the pursuit 
of national economic interests turning into 
international economic warfare. For securing 
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I his alone it wonld be worth while striving for 
international understanding and cooperation on the 
currency question. 

To sum up, the international monetary problem 
is the securing of the stability of the international 
value of national currencies in an international unit 
in such manner as will lead to world prosperity and 
promote world employment. This was sought to be 
achieved by the gold standard, worked autonomously 
by individual nations. It failed in its objective, 
because certain fundamental conditions necessary 
for its success were not secured; and it is fairly clear 
that these conditions cannot be secured except by 
mutual agreement and understanding. In other 
words, an international working organisation is 
necessary if the international currency problem is to 

be solved; and this will be even more necessary in 

' 

the post-war period owing to the emergence of 
abnormal balances, and fundamental changes 
induced by war in the domestic economies of most 
nations. It is clear therefore that the international 
currency problem can no more be left to the auto- 
matic working of individual national currencies; 
management, at least consultation and mutual under- 
standing, is necessary if the post-war world is to see 
stability in the international value of national 
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currencies. Hence it is that experts in England, 
America and Canada have put forward schemes for 
the formation of an international currency organisa- 
tion which will help to maintain the stability of 
international currency values without resulting in 
mutual economic distress and thus solve the interna- 
tional monetary problem. 

In the following pages we discuss briefly the 
salient features of the British, American and Cana- 
dian Plans and their bearing on India's post-war 
currency requirements. We then suggest certain 
modifications, in the light of our analysis of the 
requirements of the international monetary position 
and in particular of India's post-war currency needs. 



CHAPTER II 

.THE ANGLO-AMERICAN CURRENCY 
PLANS. 

A CRITICAL REVIEW. 

Both the British and American Plans aim at 
the creation of an international currency unit into 
which all the currencies cf the world would be freely 
exchangeable. The American designation of the inter- 
national unit is unitus: the British use the expression 
bancor. Both unitas and bancor have a defined 
value in gold and in national currencies ; and 
member countries undertake not to buy or sell gold 
in terms of gold at rates not consistent with these 
parties. The American Plan is more rigid in the sense 
that the value of national currencies in unitas* and 
that of unitas in gold, once determined, cannot be 
changed ; the British Plan is less rigid in that the 
value of national currencies in terms of Bancor can 
be lowered to the extent of 5% and that of Bancor 
in terms of gold altered by a given majority vote 
of the international organisation- Whether rigidity or 
flexibility is preferable in the gold value of the interna- 
tional unit turns entirely upon public confidence in the 
ability and honesty of the international authority. 
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If what is required is a " fool-proof and knave- 
proof " international unit, a rigid link with gold is 
preferable ; but rigidity has its price ; and perhaps 
the world has suffered too much from the price to be 
paid for rigidity in gold to be prepared to suffer it 
any further. 

Apart from this difference in the rigidity of the 
link with gold, the international units put forward 
by the British and Americm experts are differently 
conceived in fundamentals. The British bancor is 
really a unit of account ; and the international 
authority, styled the International Clearing Union 
starts with no. solid assets of any kind whatsoever ; 
its credit side is made up of favourable balances on 
income account of member countries ; its debit side 
is made up of unfavourable balances on income 
account of member countries; and as these surpluses 
and deficits equal one another, its credits and 
debits offset one another and presumably leave the 
authority in a solvent position. The only danger 
is that in the event of default, there is no automatic 
offsetting hold which the international authority 
has on the resources of the defaulting country ; 
" sanctions " of course is there, but past history has 
shown that this is no effective instrument for the 
enforcement of international obligations. As against 
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this, the American Plan envisages the international 
authority starting with independent assets, each 
member country subscribing a specific amount to 
be called its quota ; the initial payment to be 50% 
of the quota, 12*5% in gold. 12'5% in local currency 
and 25% in i ts own securities. The quotas will be 
determined on the basis of each country's holdings 
of gold and foreign exchanges, the magnitude of the 
fluctuations in its balance of international payments, 
and its national income. The international auth- 
ority will thus possess a concrete hold on member 
countries which presumably will serve as a deterent 
to any tendency to default on their part. 

The main functions of the international auth- 
ority is similarly conceived in both the Plans ; and 
that is to give deficit countries time to adjust their 
accounts if their deficit is likely to prove to be of a 
temporary character and not force them to pay up 
immediately with all the attendant unpleasant con- 
sequences both on their economies and on those 
of the countries with whom they have the unfavour- 
able balance ; in cases where the deficit is likely 
to persist because of a basic disequilibrium, the idea 
under both the organisations is to give time to the 
countries concerned to adjust their economies to the 
new equilibrium position and advise them on the 
measures necessary for the purpose such as will not 
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lead to economic blizzards both in their own regions 
and in the world outside. This will be done by 
loans by the international authority by which debtor 
countries can temporarily meet their adverse balances 
of payments without having to export gold or resort 
to deflationary measures : this automatically re- 
sults in an involuntary lending by the creditor 
country to the debtor country but as the 
transaction will be between the international 
authority and the debtor country, there will be no 
special obligation on its part to the individual 
creditor country. But the extent of the accommoda- 
tion provided and the nature of the security against 
which it is provided differ in the two Plans. Under 
the American Plan, the Fund's holdings of a coun- 
try's local currency cannot normally exceed its 
quota ; the quotas of all countries taken together are 
not to exceed 5, COO million dollars and individual 
qnotis will be determined on the basis already 
described. Advances above 100% of an individual 
country's quota but upto 200 per cent, can be made 
only against a special reserve deposited with the 
Fund. Above 200 per cent., the Fund will ask for 
suitable changes in the internal economy of the 
debtor country. It will be recalled that against the 
quot is themselves, member countries have to de- 
posit 50 Vo with the international authority, 12% in 
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gold, 12|% in their local currencies and 25% in 
their own securities. Under the British Plan the 
quota has not got against it any prior deposit by 
the member countries with the international auth- 
ority. The quota in this case is fixed on the 
basis of 75% of the value of pre-war imports plus 
exports for each member country ; and provision 
is made for the annual revision of these quotas after 
the transitional period in accordance with the run- 
ning average of their actual volume of trade in thiee 
preceding years rising to five-year average when 
figures for five post-war years are available. Ad- 
vances to debtors can be made up to 25 per cent, of 
quota without any conditions, and above 25% but 
below 50 per cent, of quota with the freedom given 
to the debtor country to depreciate its exchange 
by 5 per cent. It is only when the advances exceed 
50 per cent, of quota that deposit of suitable col- 
lateral will be required. It seems clear that the 
British Plan is more liberal with debtors than the 
American Plan and does not provide for sufficient 
safe-guards for creditors. 

Both the Plans provide for the conversion of 
individual surpluses into the international currency 
unit ; thus, it may be said to relieve the creditor 
from the fear of blocked balances in the debtor 
countries and permit him to buy in the world 
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market. The American Plan, however, places defi- 
nite limits on the convertibility of the international 
unit into any individual currency. Thus eg., con- 
version of Unitas by member countries into dollars 
will be limited by the Fund's holding of dollars, 
and if the demand for dollars is greater than the 
supply of dollars, it provides for rationing of the 
scarce currency. In other words, under the Ameri- 
can Plan, the creditor cannot freely utilise his 
surpluses to purchase in the world market ; he is 
most free to purchase in the country which is his 
debtor and less freely in other countries, depending 
upon the supplies of their currencies, in other words, on 
their import surpluses. That is, no creditor country 
can normally expend its credits in another creditor 
country, except to the extent of the currency of the 
latter deposited against its quota with the interna- 
tional authority. The British Plan lays down no 
such restrictions ; under it, the creditor is free to 
spend his balances anywhere he likes. This is the 
oretically more attractive, but in practice, it will 
lead to difficulties. Thus e.g., countries may prefer 
to buy from one which is already a creditor and pay 
in terms of international currency units; and the 
country from which purchases are made will be 
finding itself a bigger creditor than it desires to be, 
unless it imposes restrictions on its exports; in 
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other words, creditor countries may try to transfer 



to others their task of short-term lending ; and one 
or two countries may find themselves financing the 
short-period requirements of the rest of the world. 
This will serve to shift responsibility from indivi- 
dual creditors and may thus lead to the breakdown 
of the whole system. 

Both the Plans agree in setting a limit to the 
extent to which accommodation is given to debtor 
countries by the international authority though the 
limits suggested in each Plan are determined on 
different bases and are different in size. Both of 
them impose progressive restrictions on the debtor 
country with the increasing size of its debt to the 
international authority ; and at a particular stage 
over 200'Vo of quota in the American Plan and over 
50% of the quota in the British Plan (the quotas do 
not mean the same thing in the two Plans) both 
of them contemplate semi-mindatory instructions to 
the debtor countries to follow certain policies in 
respect of their internal economies. The American 
Plan leaves this vague by stating that the debtor 
country will have to " adopt and carry out measures 
recommended by the Fund designed to correct the 
disequilibrium in the country's balance of payments' 1 , 
while the British Plan is more specific and states 
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that the Governing Board may require all or any 
of the following measures : 

(i) a stated reduction in the value of a member's cur- 
rency, if it deems that to be the suitable remedy. 

(ii) the control of outward capital transactions if not 
already in force. 

(in) the outright surrender of a suitable proportion of 
any separate gold or other liquid reserve in re- 
duction of its debit balance. 

The British Plan also provides for declaring a 
debtor country to be in default if its debts exceed 
75% f its quota and no suitable measures are 
taken to reduce it ; but nothing is said about how 
dues are to be recovered from the defaulting coun- 
tries. 

Regarding countries with persistent surpluses 
above a defined level, both the Plans provide for the 
tender of advise by the international authority for 
correcting the position. The American Plan merely 
states that the Fund shall render the country a re- 
port on the subject containing suggestions for the 
liquidation of its surplus, while the British Plan im- 
poses on the international authority the duty to in- 
dicate what measures would be appropriate to re- 
store the equilibrium of its international balances 
including 

(a) measures for the expansion of domestic credit 
domestic demand. 
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(b) The appreciation of its local currency in terms of 

bancor or alternatively, the encouragement of an 
increase in money rates of earnings. 

(c) The reduction of tariffs and other discouragements 

against imports. 

(d) International development loans. 

It is clear that the British Plan contemplates 
far reaching changes in internal economic policy in 
the case of countries which have either deficits or 
surpluses persisting and in excess of 50% of their 
quotas. The American Plan is more reticient on 
this subject, though in another place it indicates 
among the obligations arising from membership 
maintenance of stable exchanges, the abandonment 
of exchange restrictions, the adoptions of controls 
on capital movements, and the giving up of multiple 
currency practices. Evidently unlike in the British 
Plan, changes in foreign exchange in either an up- 
ward or a downard direction are not regarded in the 
American Plan as one of the acceptable methods 
for restoring equilibrium in international balances of 
payments. But there is no doubt that both the 
Plans contemplate the giving of advice, bordering on 
mandate to creditor and debtor countries for the 
readjustment of their economies to an equilibrium 
position, and this advice will affect internal economic 
policies. In fairness, however, it must be pointed out 
that such readjustment will take phce anyhow, for 
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disequilibria in international balance of payments 
cannot persist indefinitely, while intervention by the 
international authority will make the readjustment 
easier, and less likely to evoke economic warfare 
and international ill-being. It is however, doubt- 
ful how far- in practice it will be possible to enforce 
the advice of the international currency authority 
if it is mandatory while its practical effect is 
bound to be negligible if it is only recommenda- 
tory ; and this would be particularly true when the 
countries in question happen to be major powers. 

Both the Plans have been using the expression 
creditors and debtors purely in terms of current 
trade balances. This may, however, lead to mem- 
ber countries taking refuge under the new machinery 
to borrow short and lend long ; or at any rate to 
retain their long term investments intact, obtaining 
interest on the same, and yet finance deficits by 
obtaining short-period credits without paying in- 
terest. It is a question for consideration whether 
all the long-period investments and debts of member 
countries private as well as public should not be 
brought into account in the books of the Interna- 
tional Union and given their due weight in classing 
countries as debtors and creditors ; otherwise, the 
scheme is one-sided and may do injustice to debtors 
with current surpluses. Before a creditor country 
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can rank as such before the Union, it would be 
fair to take into account its long-period debts ; and 
before a debtor ranks as such before the Union, 
it should have its long-period credits taken into 
account. Only then will the scheme do justice to 
obligations arising from the past in addition to those 
arising from the present. 

Both the Plans mention the problem of whit 
are called war-time balances The American Plan 
provides for the purchase by the international auth- 
ority of all abnormal war balances, provided these 
are in member countries on condition that " (a) 
the country selling abnormal wir balances to the 
Fund agrees to transfer these balances to the Fund 
and re-purchase from the Fund 40% of them at the 
sime price with gold or such free currencies as the 
Fund may wish to accept at the rate of 2% of the 
transferred balances each ye^r for 20 yeir begin- 
ning not later than 3 years after the d ite of transfer 
and (b) the country in which the balances are held 
agrees to the transfer to the Fund of these balances 
and to repurchase from the Fund 40% of them at 
the same price with gold or such currencies as the 
Fund may wish to accept at the rite of 2% 
of the transferred balances each yeir for twenty 
yeirs beginning not later than three years after 
the date of transfer. It is also provided that the 
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country selling the balances will be paid only in 
its own local currency and not in foreign exchange 
except to the extent of any deficit it may have on 
account of an adverse balance of payments. It is 
not clear how the Fund will acquire the local cur- 
rencies required to purchase these balances if 
these exceed in amount the quota currency and 
import surpluses of the countries concerned ; 
and the exact implications of the proposals are 
rather obscure, the only thing that is clear being 
that 40 % of the bahnces will have to be spent in 
the country owing the balance during a period of 
20 years. The British Plan appears more flexible 
in this respect, it being stated that k< perhaps there 
should b3 some special over-riding provision for 
dealing with the transitional period only by which 
through the aid of the Clearing Union, such balances 
woul.d remain liquid and convertible into bancor 
by the creditor country while there would be no 
corresponding strain on the bancor resources of the 
debtor country, or, at any rate, the resulting strain 
would be spread over a period/ But this would 
violate the fundamental principle underlying the 
British Plan which is the equality of credits and 
debits, unless the idea is that more bancors are 
created than are equal to current trade surpluses 
which would mean that a sort of compulsory in- 
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ternational loan is created by the international 
authority, Here again, the position is exceedingly 
obscure and cannot be understood without further 
elucidation. 

There is another vital difference between the 
two Plans. The American Plan deprives the mem- 
ber countries of the freedom to indulge in exchange 
controls and multiple currency practices and expects 
them to hold all the)r reserves with the international 
authority and have their currencies linked only with 
the international unit. The British Plan gives free- 
dom to member countries to belong to currency blocs 
like the sterling areas or the dollar area and would 
consequently permit them to hold a part of their 
foreign exchange reserves elsewhere than with the 
international authority "as, for example Australia 
and India with London or certain American countries 
with New York." This means a violation of the 
fundamental principle of the international currency 
organisation viz , that it will have the right to ac- 
quire all the trade surpluses of member countries 
in exchange for appropriate amounts of the interna- 
tional unit. In fact, not only will the existence of 
currrency blocs within the Union create difficulties, 
but the success of the scheme depends upon the 
adherence of the whole world to the international 
unit. This is particularly true of the British Plan 
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under which the international currency authority 
starts with no assets but the balancing equality of 
credits and debits. If some member countries 
having surpluses with other member countries, but 
deficits with non-member countries, insist upon pay- 
ment in gold against their credits with the interna- 
tional authority, it will create a difficult situation 
especially, when, as under the British Plan, the in- 
ternational currency authority has no gold reserves 
of its own. 

Another difference between the Plans is their 
relation to gold. Both of them link their proposed 
international currency units with gold, but the 
American link' is rigid, while the British Plan pro- 
vides for a change in the gold value of the bancor 
under defined circumstances. Both of them how- 
ever, permit member countries to exchange their 
gold with the international unit, though there is no 
corresponding obligation on the part of the interna- 
tional authority to give old in return for local cur- 
rencies. The British Plan permits a measure of 
flexibility in the link between the local currency and 
the international unit and therefore with gold, while 
the American Plan makes this rigid. This flexibi- 
lity in the link with gold is perhaps an attractive 
feature of the British Plan. 
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Then, again, the British proposal (para 39 (1) ) 
to use this organisation to grant over-draft facilities 
in favour of international bodies for post-war relief, 
rehabilitation and reconstruction is full of dangerous 
potentialities for the backward and poor economies 
which may, nevertheless, be having favourable 
balances, and therefore, rank as creditors in the 
Union's books. In other words, the machinery of 
this new currency authority may be used to grant 
loans from the poor countries to the stricken coun- 
tries, the rich countries standing aside because of 
their having unfavourable balances in their interna- 
tional trade. The share of different countries in 
financing post-war relief should turn upon their 
general economic strength and their standard of life 
and not upon their favourable or unfavourable 
balances of trade. 

Finally, both the schemes seek to bring about 
a temporary short-period equilibrium in balances of 
payments by the international authority compulsorily 
borrowing from the creditor countries and lending to 
the debtor countries; the implications of this on 
terms of trade have not been clearly worked out. 
Doesitnot create a seller's market ? If so, is there not 
a danger of debtor countries refusing to reduce costs 
and pushing up their prices and thus force creditors to 
undergo an unfavourable alteration in their terms of 
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trade ? Moreover, will not the working of the 
scheme be vitally affected by the type of organisa- 
tion that will control foreign trade in each member 
country ? Thus, e.g., will not a state monopoly of 
foreign trade or a trust-cum-cartel control of foreign 
trade affect the terms on which goods will be ex- 
changed between debtors and creditors ? In fact, is 
it possible for member countries to have freedom of 
trade or tariff policy consistently with adherence to 
an international currency unit ? These are all 
questions which need answering when an interna- 
tional currency authority is being sought to be 
created. 

To sum up, in spite of differences in detail, the 
main objective behind the American and the British 
Plans is identical. They both contemplate the 
maintenance of stability of the exchange values of 
national currencies in terms of an international unit 
and hope to achieve it by providing countries which 
have current trade deficits with short-term credits 
and by undertaking to presuade both deficit and 
surplus countries to so re-arrange their economic 
policies including tariffs, investment and monetary 
policies as to bring about the restoration of equili- 
brium in their balances of payments. The American 
Plan places apparently more importance on the 
objective of stability while the British Plan is more 
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concerned with tbe means employed to achieve 
stability and is prepared to increase the size of the 
quotas and therefore of the basic credits to debtor 
countries if that is necessary to avoicj the onset 
of deflationary influences. All this, however, is 
not what is normally understood by the expression 
Clearing Union, while the American expression 
Stabilisation Fund is a more correct description of 
the objective of that Plan. The British Plan contem- 
plates the creation of a gigantic international organi- 
sation which will create credits for debtor countries, 
but will have no assets of its own ; while the 
American Plan is modelled on the analogy of a 
more old-fashioned bank which lends to debtor 
countries but en strict terms and has withal solid 
assets against the loans it gives. No doubt, credit 
creation without assets is more attractive in this in- 
flationist world ; but one doubts very much if it will 
prove as attractive in the international sphere as 
it may in the national sphere, as creditors would be 
nationals of one country while debtors would be 
nationals of another. Orthodox banking may be 
out of date in an individual country, where ultimate- 
ly credit and its cost impact upon the same common 
factor ; hut it may have much to commend it in the 
international realm where credits and its cost fall 
on different countries so long as the world has not 
reached a stage when each nation regards the other 
as its brother and is willing to share its earthly goods 
with it. 



CHAPTER III. 
INDIA'S POST-WAR NEEDS. 

As we have already seen, the Anglo-American 
Currency Plans have both the object of easing 
matters for countries having current trade deficits 
with a view to giving them time to re-adjust their 
economy without exercising deflationist pressure on 
the rest of the world ; and they both also envisage 
action being taken by the creditor countries either to 
reduce their exports or to increase their imports. 
Accordingly they both also contemplate fixation of 
national exchange rates in terms of an international 
unit of account linked to gold, though in this respect 
the British plan is less rigid than the American. 

As far as India is concerned it should be point- 
ed out at the outset that she is normally a creditor 
country on current trade account. If we take the 
first 42 years of this century with the exception of 
3 years, India has always had a favourable balance 
of trade. If we take the last pre-war period vfs. 
1919-20 to 1938-39, the annual average of her balance 
of trade in merchandise during these twenty years 
has been plus 52 crores. But this persistent 
favourable balance on the part of India has not led 
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to her exercising a deflitionist pressure on the 
world economy. This was because (1* she had to 
flay in goods for the banking, shipping, administra- 
tive and other services she imported and (2) she had 
to make payments as return on the foreign capita] 
invested in her economy. The result was that 
usually her balance of payments attained Equilibrium 
without depriving the Central Banks of the world of 
their stocks of monetary gold and thereby causing 
deflation. The war however, has witnessed certain 
developments which may alter the situation. First 
of all, India's repatriation of her sterling debt has 
reduced very substantially the payments she has to 
make as return on foreign capital. Secondly, the 
political developments arising out of the war and the 
proposed commutation of her sterling pensions are 
further likely to reduce her invisible import of 
services for which she had hitherto to pay in goods 
Thirdly, the war has not led to the invention of 
substitutes nor to any substantial increase in the 
world supply of the principal commodities in which 
she has an export interest viz. tea, jute, oilseeds. 
It is likely therefore that, cetens panbus, her favour- 
able balance of trade will not only continue but 
also turn into a favourable balance of payments : 
in other words, India is likely to become what the 
Anglo- American Plans term a creditor country in the 
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post-war world. Under the Anglo-American Plans 
therefore she will be charged with the special duty 
of liquidating her favourable balance of payments by 
reducing her balance of trade in merchandise ; 
though in this respect her obligations under the 
British Plan are more rigid than under the American 
Plan. This will mean that India should be prepared 
to increase her imports of foreign merchandise to the 
extent necessary to liquidate her favourable balance 
of payments ; in the alternative, she should be ready 
to lend to other countries amounts equal to this 
credit balance. Theoretically no creditor country 
can object to these alternatives. In practice how- 
ever, it is fairly obvious that the second alternative 
should be out of the question for India, as long as 
her own internal capital requirements are not satis- 
fied ; .and looking to the poverty of India and the 
immensity of the capital programme required to 
raise her to the level of other countries, it will be a 
long time before India can have any genuine surplus 
of capital to export. In effect, therefore, if India is 
to continue as a creditor country, she should be 
prepared to liquidate her credit balance by importing 
more goods. Whether it is desirable to do so or not 
will turn upon what kind of goods are to be imported. 
There are certain kinds of goods, mainly capital 
goods, which India will require in the task of 
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industrialisation ; and if these goods are made 
available to her, then there should be no objection. 
But it is necessary that she should have the freedom 
to buy these goods where she likes and at competi- 
tive prices. It will not be profitable for her to be 
supplied obsolete machinery or machinery at exor- 
bitant prices simply because she has a credit 
balance. At the same time, she will not be prepar- 
ed to accept payment in consumer goods that will 
compete with domestic industries and cause dislo- 
cation in her internal economy. The only alterna- 
tive will be for her to curtail her exports ; and it will 
be far more profitable for her to adopt this alterna- 
tive than to obtain payment either in obsolete 
capital goods or competitive consumption goods. 
To the extent that she will resort to reduction of 
exports in order to equalise her balance of payments, 
it will be in accordance with the terms of either the 
British or the American post-war currency Plan, but 
it will certainly not help to fulfil the objective behind 
the two Plans viz. the expansion of international 
trade. But that is no reason why India must export 
in order to be paid for in goods she does not want f 
and in the absence of an international commodity 
acceptable in its own right f she will have no alterna- 
tive but to reduce her exports. If international 
trade is to be expanded, it cannot be done by insist- 
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ing, as the British and American Plans do, on a 
compulsory equalisation of exports and imports by 
expansion of imports against an exdess of exports 
True, compulsory equalisation of exports and im- 
poits is a condition of all international trade, 
whether big or small; but for expanding international 
trade, debtors must sell what the creditors want and 
not dump on them what they do not desire to pur* 
chase. 

Another post-war requirement of India which 
will have to be taken into account in deciding the 
question of her adherence to any international 
currency plan is the freedom to have a tariff policy 
that will promote the speedy industrialisation of the 
country. It is well known that the greatest need of 
India for the purpose of raising her national income 
and realising her economic potentialities is industria- 
lisation. * Because India has lagged behind in the 
industrial race, she cannot get industrialised now 
without the help of protective tariffs. If adherence 
to the international currency organisation is going to 
mean that she must not raise her tariff walls 
then it will also mean that her economy becomes 
static and she will be unable to raise her 
national output and income to the levels of 
industrial countries like England and the U.S. A. That 
is not a position which will be acceptable to any 
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section of Indian public opinion. India will there- 
fore have to reserve to herself full freedom to 
determine her own tariff policy and cannot allow 
that to be modulated in accordance with the interests 
of a few highly industrialised countries with high 
incomes which nevertheless may have current 
trade deficits due either to their desire to have more 
imports than they can afford or to their inability or 
unwillingness to supply their poorer creditors with 
the goods that they require. 

A third requirement of India in the currency 
field is the freedom not to have stability of exchange. 
India's currency history has been one long story of 
the forcible adjustment of her internal economy to 
the dogma of stability of exchange and the sub- 
ordination of her domestic output, prices and incomes 
to the requirements of foreign trade and of foreign 
capital. The result has been that international 
slumps have always affected India to a greater ex- 
tent than others because her agricultural economy is 
naturally less organised to meet it and the protective 
use of exchange instability to secure insulation for 
her domestic economy has been denied to her. 
Given the choice, there is no doubt that India will be 
more inclined to have the freedom of a flexible ex- 
change than the restrictions on her national economy 
implied by a stable exchange. This would not be 
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consistent with the American Plan which makes 
stability of exchange the cornerstone of its Stabilisa- 
tion Fund ; nor will it be consistent even with the 
British Plan which permits exchange depreciation 
only in the event of a debit balance in a country's 
foreign trade and, that too, only to a limited extent. 
Moreover, the present currency link with sterling is 
looked upon with disfavour by most sections of 
Indian public opinion, nor is there an acceptance of 
the present rate of exchange. In fact, by the very 
provisions of the Reserve Bank Act, the Reserve 
Bank of India is required to hold an inquiry into the 
whole question of the future of Indian currency and 
submit proposals to the Indian legislature. Under 
the circumstances, till the Reserve Bank has made 
this inquiry and the country has had time to form 
an opinion on its proposals, it would be most unwise 
for us* to commit ourselves to any currency plan 
which requires on our part a stable exchange policy; 
particularly if it is going to mean the continuance 
of the link with sterling and at its present rate. 

Finally, there is the question of India's sterling 
balances. This has already reached a total of Rs. 
943 crores and is steadily mounting week by week. If 
the war lasts for another year or two, it may well 

*Aa on 24th March 1944, Sterling securities in the Issue Department 
amounted to Rs. 780 crores and $hat in the Banking Department 
to R. 163 crores. 



38 

exceed a total of Rs, 1,200 crores. India is vitally 
interested in having the power to cash these balances 
when and where she likes. It may not be possible 
to withdraw this amount all at once biit neither can 
India wait for period of 20 or 30 years for the 
process of withdrawal to be complete. It is possible 
to use these balances in the purchase of British goods 
provided the goods offered are what she wants and 
are available at competitive prices. From this point 
of view, neither the American nor the British Plan 
is likely to satisfy India's interests; moreover, neither 
of the Plans define what is meant by abnormal 
balances. Abnormal balances should only mean 
India's sterling balances acquired in return for her 
sale of goods and services to the British Govern- 
ment minus the amount represented by repatriated 
sterling securities, and payments to tKe British 
Government. This amount is considerably less than 
India's sterling balances, as the latter includes the 
favourable balance of trade of the country on private 
account during the last 4 years. Further in the 
case of India, her sales of supplies to the British 
Government have been in a sense forced sales as 
they were effected through the use of the currency 
mechanism and it is a moot point whether such a 
debtor should be given the advantage of treating 
such amounts as abnormal balances. It is neces- 
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sary therefore that there should be a clearcut defi- 
nition of abrormal balances, and adequate provision 
should be made for the cashing of these balances 
within a reasonably short period, particularly for 
poor countries like India. 

To sum up, India's post-war economic require- 
ments involve the freedom to have a policy of 
flexible exchange, use of tariff walls to accelerate 
her industrial development, and speedy and effective 
utilisation of her sterling balances. All these will 
result in a currency policy which does not appear to 
be consistent with either the stability of exchange or 
the restrictions on tariff autonomy which are implied 
in both the British and American Currency Plans, 
Moreover, the whole subject of India's currency 
policy," particularly the linking of the rupee to 
sterling and the rate at which it is linked, is subject 
to review and recommendations by the Reserve 
Bank. Under the circumstances, it seems doubtful 
if it will be in India's interest at this stage to adhere 
to either the International Clearing Union or the 
Stabilisation Fund. But this does not mean that 
India should not take part in any international 
scheme for the settlement of the post-war currency 
problem. India should be prepared to give her due 
share in the task of international collaboration ; but 
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she cannot do it in a manner fundamentally incon- 
sistent with her own national interest. What part 
India can play consistently with this condition and 
what changes are necessary in the international 
currency plans to make them more acceptable to the 
backward economies like India will form the 
subject of the next chapter. 



CHAPTER IV 

THE ANGLO-AMERICAN CURRENCY 

PLANS. 
SUGGESTED MODIFICATIONS. 

There are several important considerations which 
our analysis has revealed as relevant in any interna- 
tional scheme for post-war currency reform ; and any 
plan, whether it be of American or British or any 
other origin, must take these into account if it is to 
be acceptable either to countries having normal sur- 
pluses on their current trade account like the U.S.A. 
or to backward economies like China and India 
which have still a long way to go in their task of 
industrial development or to agricultural countries 
like some of the South American or Asiatic States 
which have such unfavourable ratios of exchange in 
terms. of real costs in their trade with the industrial 
economies. 

The first condition of an acceptable currency plan 
is that the international authority should have be- 
hind it some solid assets. Hither the scheme is 
based on an extension of the banking principle into 
the international field as the British Plan claims in 
which case borrowers should deposit assets with the 
international authority against the security of which 
they can get credits ; or it is a mere extension of the 
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clearing house principle into the international field in 
which case, there is either an equality of credits and 
debits against each country, or the countries with 
credit balances get credit accounts in an interna- 
tional Central Bank while simultaneously the 
countries with debit balances will have debited them 
against their accounts, these accounts having 
been created by their prior deposits in the form of 
gold or other securities with the international Cen- 
tral Bank. To suggest, as the British Plan does,that 
debtor countries should get overdrafts without 
depositing any assets i.e., be granted unsecured loans, 
their size varying directly with that of their country's 
debits seems to be an inversion of the banking prin- 
ciple rather than its extension. It may be argued 
that banking means credit creation and personal 
overdrafts are one way of creating credit. But it 
must not be forgotten that banking did not' begin 
with credit creation ; and we are just commencing 
banking in the international field. Moreover, even 
within a country, a credit-creating bank does not 
start functioning without a prior possession of at 
least some assets. Moreover, the dangers incidental 
to such a scheme are greater than its application 
within a country would be, because while, within 
a country, there is the Government of the coun- 
try that can enforce obligations, in the international 
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field there is no international police authority 
to enforce the obligations of debtor countries and 
even if there is, it would be difficult to enforce it's 
authority against powerful defaulters. Under the 
circumstances, it is necessary that all participating 
members in any international currency union should 
deposit assets commensurate with their economic 
strength, and the facilities they get from this Union 
should be directly related with the size of their de- 
posits. In this respect, the American Plan gives 
better security for the success of an international 
plan than the British one does, and as a country 
with a normal credit balance, India is vitally in- 
terested in this aspect of the question. 

The next thing is to see that the international 
plan defines much more clearly than is done at pre- 
sent what is meant by the expressions creditor and 
debtor countries. Apparantly, the idea of having 
this distinction is based on the difficulty of effecting 
liquidation of the debt without deflationary consequ- 
ences in the absence of a policy on the part of credi- 
tor countries in favour of imports of merchandise. 
But this difficulty does not arise in the case of coun- 
tries which have overseas assets to dispose of; and as 
long as there are any such assets, it is not fair to the 
creditor that his payment should be postponed or 
that he should be asked to effect revisions of his 
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internal economic policy in favour of the debtor. 
The unfairness of this procedure towards creditors 
>on current account is increased when the countries in 
question are debtors on capital account and have a 
part of their property owned by foreigners. It is 
necessary therefore that, in defining the expression 
creditor and debtor, account must be taken not only 
of the current account in merchandise but also of the 
capital account, the net balance of investments owned 
by foreigners or by domestic nationals as the case 
may be. Thus, the concessions to debtors or the 
obligations on creditors contained in both the 
American and British Plans should come into force 
only when the debtors have exhausted their over- 
seas investments and the creditors their overseas 
obligations. 

It is also essential that, at any rate in the earlier 
and necessarily experimental stages of any interna- 
tional currency organisation, there should be perfect 
confidence in the international currency unit ; and 
there is no doubt that confidence in international 
media of value is associated with gold. This fact 
is of course recognised in both the American and 
the British Plans, for both bancor and unitas are to 
be expressed in terms of gold. But the link with 
gold is neither visible nor conspicuous in the case of 
the bancor ; in fact, it is not even certain, for the 
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British Plan provides for easy changes in the gold 
value of the international unit. It will take some con- 
siderable time and a fairly long experience of the 
working of the international currency organisation 
before it would be possible'for people to contemplate 
with confidence a managed international currency 
the value of which in gold will itself be subject to 
frequent change. In this respect, again, the 
American Plan would make for a greater sense of 
confidence, for it has got gold assets behind it and 
its value in terms of gold is more or less fixed for 
all practical purposes. I am not suggesting that the 
value of the international currency unit in terms of 
gold should be fixed for all time to come; but in the 
beginning, it is better to start with a fixed 
gold content ; and leave it to the natural evolution 
of international currency practice to establish its 
flexibility in gold value. At least the international 
measuring rod must have an easily understandable 
stability and that implies, in the beginning at any 
rate, a fixed value in terms of gold. 

Further it should be made perfectly clear that 
while creditors (using that expression in the sense 
defined above) should be prepared either to lend or 
to accept payment in goods, it should also be open 
to them to reduce their exports and thus balance 
their international trade account. This means that 
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they must have the freedom to prohibit exports or 
subject them to quotas and other restrictions Simi- 
larly it should be open to debtors (using that expres- 
sion in the sense defined above) to balance their 
budgets by reducing their imports ; this means that 
they must have the freedom to - prohibit imports or 
subject them to quotas and other restrictions. The- 
oretically, both these courses are technically con- 
sistent with the Anglo-American Plans ; but the 
emphasis which is laid in both, particularly in the 
British Plan, is on the obligation of creditor coun- 
tries to receive payments in goods ; and the spirit 
of both is undoubtedly to encourage the promotion 
of world trade which can be better attained by cre- 
ditors increasing imports rather than by decreasing 
them. One danger of this emphasis is that debtors 
will tend to get a better ratio of interchange for 
their goods than creditors, which is directly con' 
trary to the practice so far of trade history. The 
more important danger, however, is that it will 
adversely interfere with the economic development 
of member countries, an interference that will 
naturally have more serious implications for the 
backward economies rather than for the economies 
which are already highly developed and are nearer 
their optimum levels. The ideal solution for this 
of course would be to treat world economy as one and 
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use world resources as a whole and in such manner 
as to result in an international equality of standard 
of living. In fact, the reason why free trade within a 
country is not objected to is that the Government 
of the country takes steps to equalise economic deve- 
lopment in its different regions and when it fails in 
this, it, at any rate, does its best to equalise stand- 
ards of life in different regions. It is the absence 
of a similar authority in the international field which 
lends its basic force to economic nationalism. Under 
the circumstances, and pending the evolution of such 
an international authority, it would be both more 
realistic and more just to give the backward econ- 
omies full freedom for their individual development; 
and that includes the freedom to control both 
imports and exports in the national interest, parti- 
cularly the freedom not to be compelled to import 
goods which might adversely affect domestic in- 
dustries. 

Arising from this is one especial need of the 
backward economies : and that is tariff autonomy. 
It is true that free trade is conducive to the expan- 
sion of world trade and that it is also theoretically 
consistent with individual national interests when 
the nations concerned have all had same opportuni- 
ties for industrial development and have all started 
in the industrial race at the same time, But these 
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conditions are historically not borne out by facts; 
and a number of countries like e.g. India and China 
have a great deal of leeway to make up in industrial 
development ; this they can do against the competi- 
tion of the more industrially developed nations only 
by the erection of protective tariff walls. The inter- 
national currency authority should therefore take 
these facts into account and specially allow for the 
development of infant industries of the backward 
economies in any economic policies they may sug- 
gest for the consideration of member countries. 
Once the economic development of different countries 
has reached at least somewhere near their optimum 
levels and nations do not show considerable dis- 
parity in their standards of living, it would be 
appropriate for the currency authority to ask for 
stabilisation and, subsequently, reduction of national 
tariff levels. 

Then again, stability of exchange which is the 
keynote of the American Plan is not equally in the 
interests of all the United Nations, countries like 
India whose currency policy has been based on 
stability of exchanges having found from experience 
that it does not suit them from the point of view of 
both their agriculturists' interests and the interest of 
their internal trade which is several times larger than 
their foreign trade. Moreover, stability of exchange 
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will create difficulties in the way of their undertaking 
any large scheme of public works or otherwise acce- 
lerating the pace of capital creation beyond the 
limits set by the ordinary pace of voluntary saving. 
Further, the immediate future is not appropriate for 
the fixation of exchange rates by a country like India 
which has not accepted as final either the statutory 
link with sterling or the present exchange value of 
the rupee. In fact, one of the tasks specifically 
entrusted to the Reserve Bank of India is the for- 
mulation of a proposal for the revision of the mone- 
tary unit, and this has not yet been done. Under 
the circumstances, two modifications are necessary 
to make the American Plan acceptable in this 
regard. 

(i) Member countries shall have the freedom to alter the 
present exchange values of their cuereneies within a 
period of 5 years after the termination of war. 

(ii) Member countries shall not be required to have rigid 
exchange values for their currencies, but shall be 
allowed to have flexible exchange values, the range of 
variation being limited to say 10 or 15%. 

Another important requirement is that the right 
of conversion of unitas into the currency of apy one 
member country shall be limited to a figure approve 
by the Government of the country; otherwise, it 

This would be particularly true, e. g., if the Bombay plan for the 
economic development of India is adopted by the post-war 
Government of India. 
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may happen that an overwhelming mass of demand 
may be concentrated on one country; and the result 
would be a domestic inflation of the type we have 
been experiencing in India during the last 3 years. 
This danger may be more so in the case of a country 
like the United States than India; but the danger is 
not absent even for India if after the war there is a 
big demand for her food grains and raw materials 
either from Europe or from the Middle East and the 
Far East. It is surprising that the British Plan gives 
no recognition of this danger and allows the unlimit- 
ed conversion of credit balances into unita$ and 
their re-conversion into any local currency. The 
American Plan is superior in this respect and makes 
provision for the rationing of scarce currencies. But 
the limitation must be made more specific ; and it 
must be provided that the extent of convertibility of 
umtas into any given local currency, in other words, 
the right of foreign countries to buy goods in any 
one country without paying for the same in equiva- 
lent value in goods should be limited to an amount 
which will be determined by the Government of the 
country concerned and shall be such as not to result 
in any dislocation of its internal economy. 

The same argument also applies to the disposal 
of what are called abnormal balances. The British 
Plan suggests that the debtors should not be made to 
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pay at once and at the same time that some means 
should be found by which creditors could utilise 
these balances for making purchases. Presumably 
the idea is that the international currency authority 
should create extra purchasing power for the use of 
creditor countries against the asset of the securities 
of debtor nations. First of all, this goes directly 
against the cardinal principle of the British iPlan 
viz:, equality of current credits and debits ; and 
secondly, it would subject countries where this new 
purchasing power may be exercised to a tremendous 
inflationary pressure. It will thus expose a few 
countries which have goods worth purchasing to the 
same inflationary pressure which we in India have 
experienced during the last 3 years ; their unit as 
balances will grow even as our sterling balances have 
grown; and their domestic currencies will expand 
even as our domestic currency has expanded. The 
most likely victim of this process will be the United 
States of America, but India with its food grains, 
cloth, and raw materials may well be another. In 
any case, no government with any sense of responsi- 
bility to the interests of its citizens will allow at) un- 
limited volume of exports from its country in return 
for unitas balances. The American Plan is more 
realistic in this respect in so far as it limits the 
right of conversion of unitas into local currencies. 
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if the -international currency authority is to take 
over the abnormal balances, it can do so only on the 
understanding that the unitas it will provide in 
return will not be more than the volume of unitas 
that member countries are willing to buy in return 
for their own currencies; and as this will obviously 
be less than the total amount of abnormal balances, 
it will be necessary to provide for a period of time 
over which the abnormal balances can be cashed by 
the creditors concerned, It is not possible- to 
determine this period definitely right at the begin- 
ning of the inception of the International Currency 
Union ; it would be better therefore to fix the pro- 
pbrtion of abnormal balances that can be cashed 
within the first two years; leaving the figure to be 
revised in the light of more knowledge at the end 
of that period. This will obviously mean some sacri- 
fice on the part of the owners of abnormal balances : 
but no owner of such balances can possibly expect 
their balances to be liquidated all at once within a 
year whether by the International Union, or by their 
individual debtors, and it will be better that 
they should agree to the taking over of the balances 
by the international authority and thus get the right 
to use their gradually released balances to purchase 
in .the markers of their choice rather than allow their 
individual debtors to convert them into blocked 
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balances. It must be added however that in- deter- 
mining the amount of these abnormal balances, the 
balance of indebtedness on capital account, both 
public and private, must be taken into account and 
if a debtor holds any assets in the country owing 
the abnormal balances, these must first be set off 
against the balances, and only the remainder treated 
as abnormal war balances. It will also be necessary 
in the case of abnormal balances held in sterling to 
go into their history, as a part of them might 
really be dollar or other balances compulsorily 
converted into sterling because of British Exchange 
Control being operated over the British Empire 
as a whole. 

It is also relevant to point out that the success 
of the scheme will turn upon the extent to which it 
covers the whole world in its membership. It is 
necessary therefore that provision should be made 
from the beginning for the inclusion of the countries 
which are now in the enemy camp and that no dis- 
criminatory conditions should be imposed on them. 
Otherwise it will result either in the perpetuation 
of the present Axis and Allied groupings of world 
economy or in a lop-sided development of the world 
economy. It is also necessary that there should be 
only currency union and that should be the 
international currency authority. The British P 
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suggests that there is no objection to the formation of 
currency blocs like the sterling bloc or a dollar bloc 
and so on : but it is difficult to find justification for 
such group organisation when there is to be an in- 
ternational orgnisation the main object of which is 
to do away with bilateral arrangements and promote 
multi-lateral clearing. The existence of such blocs 
will inevitably lead to the development of feelings 
of separatism, promote inter-group jealousies, en- 
courage attempts at drawing away members-from one 
another, and ultimately introduce power politics in 
the arena of the international currency anthority. 
It is true that the sterling bloc gives London an 
exceptional importance in the realm of international 
trade and currency but this sacrifice is inevitable; if 
there is to be a healthy world organisation in cur- 
rency matters. 

Finally, the international currency organisation 
should not be mixed up, as the British Plan sug- 
gests, with any international relief organisation or 
international lending corporation. Relief to dis- 
tressed countries should be given by countries whose 
general economic strength and levels of national 
income permit them to do so ; and the incidence of 
the burden of this relief should not be apportioned 
on the basis of the current trade surpluses of 
different countries. 
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To sum np, it is better to take as one's bash 
the American Plan rather than the British Plar 
because the American Plan provides on interna 
tional currency organisation with concrete assets 
and is a more realistic extension of the banking 
principle into the international field than the British 
Plan which, as is to be expected of its author, is 
in advance of his times. Taking the American Plan 
as the basis, the following modifications in it are 
necessary both in the light of the points contained 
in the British Plan and the requirements of the 
backward economies like India and China. 

(1) It must be clearly understood that debtor coun- 

tries ought to attempt to reduce their imports in 
consonance with the volume of their exports and 
not merely look to an increase in the volume of 
their exports to make up the deficit. Similarly, it 
must be clearly understood that creditor countries 
have every right to reduce their exports in con- 
sonance with the volume of their imports and not be 
compelled to look to an increase in the volume of 
their imports to offset the surplus. 

(2) Any economic policy that may be recommended^ 

member countries, in the interests of the int 
tional equilibrium of payments must 
cognise the right of backward economies 
the tariff weapon to build up their indn 
ture. 

(3) The definition of creditor and debtor ooj 

take into account not .only their 

balances, but also the balance of 

foreign indebtedness, including in it jrofflTpwlio and 

private debt. 
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(4) The exchange values of the currencies of member 

countries shall be treated as provisional and subject 
to alteration, within a poriod of five years from 
the termination of war, primarily by the countries 
concerned but after consultation with the interna- 
tional currency authority. 

(5) Member countries shall be given the option to have 

a flexible exchange value for their currency provi- 
ded the range of variation does not exceed 10 V . 

(6) The convertibility of unitas into the currency of any 

individual country shall be limited to an amount 
that will not seriously dislocate its domestic economy, 
the amount to be fixed by negotiation by the govern- 
ment concerned with the international currency 
authority ; and if this amount is not equal to the 
demand on the local currency, rationing on the lines 
suggested in the American plan should be resorted to. 

(7) As for what are called abnormal war balances, these 

balanced shall be struck after t-ikin^ tnt'> account the 
foreign indebtedness, both public and private, of the 
countries in question and the balances that remain 
shall be liquidated over a period of years to be deter- 
mined by the international cu^reacy authority in 
consultation with the creditors in question. The 
amount to be liquidated in the first two or three' years 
shall be fixed initially, and changed after the period 
in the light of subsequent world conditions. It should 
be clear however that in return for not asking for 
immediate cashing of their balance* and agreeing to 
their gradual encashment creditor countries should be 
free to utilise their released balances to purchase the 
currency of any member country and not merely that 
of the country who is their original debtor ; in other 
words, creditor countries should be free to utilise 
their released balances in any market they like, sub- 
ject of course to the limitation specified in clause 6. 

(8) If the scheme is to have a measurable chance of 

success, no country should be excluded from member- 
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ship which agrees to comply with the necessary 
conditions ; and no member country should initiate or 
belong to any smaller currency union or currency 
bloc. 

(9) The international currency organisation shall have 
the functions of promoting multi-lateral clearing and 
preventing short period trade deficits from starting 
deflationary trends and economic crises ; but it shall 
not use its funds for the purposes of relief or interna- 
tional lending. Separate international organisations 
should be created for this purpose base on the econo- 
mic capacity of member countries; but it will be open 
to these organisations to utilise the service of the 
international currency organisation on giving sufficient 
securities in the form of gold or other acceptable 
assets. 

I should like to repeat that clauses 1 and 2 are 
necessitated by the uneven and unequal industrial 
development of member countries, the economic 
effects of which are not compensated by any world 
policy of equalisation of national standards of living 
or a policy of permanent subsidies from the richer 
to the poorer nations. In the event of the establish- 
ment of a world economic union having as its policy 
an equalisation of income levels throughout the 
world, these clauses would become unnecessary. 

I have so far refrained from making any re- 
marks about the constitution of the Governing Body 
of the international currency authority, as the issues 
involved are not only economic but also political. 
But it is not possible to divorce economics from 
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politics ; and much of the acceptability of the in- 
ternatioal currency plans would turn not so much 
upon the functions and powers of the international 
currency authority so much as upon who controls 
the authority, whether it is concentrated with U. K. 
or U.S.A. or the big three or whether it is reason- 
ably dispersed over the entire membership. In fact, 
the constitution of the Governing Body and the 
allocation of voting powers are highly important, 
as the functions of the international currency author- 
ity have far-reaching implications on national 
economic policies. In this respect, the British pro- 
posal to distribute votes in the proportion of quotas 
tends to increase the influence of countries whose 
foreign trade is larger and would obviously be not 
acceptable to countries like Russia or China or India. 
The American proposal is also to distribute votes 
in proportion to quotas ; but as their quota's take 
into account not only foreign trade but also national 
incomes, it would be more acceptable to countries with 
large incomes, but not proportionately large trade. 
But countries like China and India whose incomes 
and trade are both small in comparison with the size 
of their populations and the potentialities of their 
economic development may not be equally satisfied. 
In any case, it is important that no one power or 
allied group of powers should dominate the Board 
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and the American provision that no country shall 
be entitled to cast more than one-fourth of the ag- 
gregate votes regardless of its quota is a step in the 
right direction, though it would make the plan accept- 
able to the smaller powers if the maximum voting 
strength of each individual country is reduced to 10 
or 15%. The Amercan provision for a 85% vote 
being necessary in taking decisions on major issues 
is also preferable to a simple majority vote. What 
we in India would be interested in is to see that the 
international currency authority is so constituted as 
not to be dominated by the big powers acting either 
singly or in concert: and any system of voting 
that ensures this object should prove acceptable 
from the point of view of India or any of the smaller 
or more backward economies- 



CHAPTER V 
THE CANADIAN PLAN. 

The Canadian Plan is obviously better than 
either the American or the British Plans. It is 
natural that this should be so, for the Canadian 
experts had the advantage of seeing the American 
and British Plans before formulating their Plan and 
it is easier to suggest modifications in a prepared 
draft than to formulate a satisfactory plan de novo. 

Broadly speaking, the Canadian Plan takes the 
American Plan as its working basis and proceeds to 
suggest modifications in the same in the light of the 
provisions of the British Plan as well as the critic- 
isms of its own experts. It may be worth recalling 
that this is exactly what we have done in the preced- 
ing pages and it also follows that the Canadian Plan 
meets at least some of the objections we have 
advanced with regard to the Anglo-American Plans. 

The principal changes suggested in the 
Canadian Plan are summed up below : 

(1) The aggregate of national quotas is placed at $ 8000 
millions, but the gold portion of the quota is reduced 
to 16/ . The resources of the Union are further 
increased by the provision of loans to the Union from 
member countries to the extent of 50% of their 
quotas. 
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(2) The gold value of the international currency unit can 

be changed by a 85 a / vote of the members of the 
Union. 

(3) Between the Union's buving and selling price for 

member currencies and for gold, there shall be a 
spread not exceeding 1% ; and a corresponding range 
of flexibility shall he permitted in their exchanges to 
member countries. Subject to this range, it shall be 
the duty of member countries to maintain their 
exchange rates by appropriate action. 

(4) No net purchases of foreign exchange by any member 

country shall be allowed as long as its holdings of gold 
and foreign currencies convertible into gold (including 
private and official holdings) exceed its quota. Sub- 
ject to this, net purchases of foreign exchange will be 
allowed, but only for meeting adverse payments on 
current account. Beyond 50% of its quota, a member 
country shall be permitted to make net purchases of 
foreign exchange only on its selling to the Union 
appropriate amounts of any reserves it or its residents 
may hold of gold or of foreign exchange acceptable to 
the Union. The right to depreciate its exchange rate 
by 5% in case its net purchase of foreign exchange 
exceed 50% of its quota is retained, but subject to 
the condition that it does not hold any gold or 
foreign currencies freely convertible into gold in 
excess of 50% of its quota Subject to these condi- 
tions, net sales of foreign exchange by the Union to 
any member country shall not exceed 50% of its 
quota during the first year and cumulative net sales 
shall not exceed 100%, 150% or 200% during the 
first two, three and four years of the operation of 
the Union. 

(6) Every member of country shall, on request by the 
Union, sell to the Union for local currency or for 
foreign currencies it needs all the gold and foreign 
exchange it acquires in excess of the amounts held 
immediately after its joining' the Union. 
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(6) The Union is not to mix up its function with any 

scheme for giving relief to distressed countries or 
loans for reconstruction purposes. 

(7) As for abnormal balances, the Union shall buy them 

from the creditors concerned for the national currency 
of the selling country or foreign exchange needed 
by it to meet its current account deficit, but subject 
to the condition that these purchases will not in the 
aggrc-gate exceed 5% of the combined quotas of all 
member countries. After two year*, the position will 
be reviewed and new arrangements made for the 
liquidation of remaining abnormal balances. 

(8) A 1% charge in gold shall be levied on all countries 

on the account of their currencies held by the Union 
in excess of the quotas of such countries, 

(9) Creditor countries can leave the Union on giving 20 

days' notice while cne year's notice shall be required 
for the same purpose from debtor countries. The 
Union will have a period of 5 )ears for liquidating its 
obligations to the creditor countries, while no period 
is specified for the liquidation of their obligations to 
the Union by debtor countries, 

(10) All decisions shall be taken by a majority vote, but 
in any vote on a proposal to increase the quota of any 
member country, member countries shall acquire one 
extra vote for each 100.000 units of their contribution 
to the resources of the Fund which has been utilised, 
net, on the average of the preceding year by the 
Union for sale to other member countries ; and mem- 
ber countries shall lose one vote for each 100,000 
units of their net utilization of the resources of the 
Union on the average of the preceding year. 

It will be seen that the Canadian Plan provides 
considerable safeguards against utilisation by debtor 
countries of the resources of the International Union 
as long as they possess any reserves of gold or foreign 
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exchange. If only foreign investments could also be 
added to this list, it would go far to satisfy the 
objection that we had raised in earlier pages. 

The provisions regarding flexibility of exchange 
rates requires to be made more elastic to satisfy the 
requirements of countries like India : and it is also 
necessary to lay down in unambiguous terms that the 
object of the Plan is to promote economic develop- 
ment all over the world, particularly in the backward 
economies and that nothing in the Plan shall be 
inconsistent with the pursuit of economic policies 
designed to bring up the level of economic develop- 
ment in countries like India and China which have 
lagged far behind in the industrial race as compared 
to countries like the United Kingdom, U.S.A., 
Germany and Japan. 

The provisions regarding abnormal balances are 
not very satisfactory, particularly the clause stating 
that foreign currency will be available in return for 
abnormal balances only for meeting deficits on 
current account. It is necessary that repatriation of 
foreign debt both public and private should be in- 
cluded in the list of objects for which foreign 
exchange is made available; and the limit of 5% of 
the combined total of quotas may be raised 
to 10%. 
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Finally, npthing is said in the Plan about the 
existence of currency blocs like the sterling bloc, 
the dollar bloc etc. This omission ought to be 
rectified. As has been seen from the way in 
which similar currency arrangements have been 
used by Germany to improve its own economic 
position and throw the cost of it on countries whose 
currencies are linked to its own currency, the exist- 
ence of such blocs endangers the economic develop- 
ment of the satellite countries and is therefore 
inconsistent with the basic object of the international 
currency Plan. 

On the whole, the Canadian Plan is a better 
basis for discussion and negotiation than either the 
British or the Original American Plans. 
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CHAPTER VI. 
THE REVISED AMERICAN PLAN. 

The U.S.A. Treasury Department's summary of 
the revised proposal for an International Stabilization 
Fund is commendably brief and makes much clearer 
reading than its original Plan. The main changes 
in the Revised Plan are summed up below : - 

(1) The gold portion of each country's quota is now fixed 

at 60%. 

(2) The gold value of the international currency unit can 

be changed by a 85% vote. 

(3) Provision is made for changes in the exchange rates of 

member countries during the first three years owing 
to the extreme uncertainties of the immediate post- 
war period. 

(4) The Fund may sell foreign exchange to member 

countries on condition that one half of such exchange 
shall be paid for in gold or acceptable foreign ex- 
change. The Fund shall not normally hold the 
currency of any country by more than 100% of 
its quota except with npecific approval of the 
Directors and on condition that satisfactory measures 
are being taken to correct the disequilibrium. When 
a member country is unduly delaying balancing its 
accounts, conditions may be placed on additional 
sales of foreign exchange to that country and it 
may be required to deposit gold or other suitable 
collateral. 

(5) Each member country shall agree to sell to the Fund, 

for its local currency or the foreign exchange it needs, 
one half of the gold and foreign exchange it acquires 
in excess of its official holdings at the time it became 
a member of the Fund, 
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(6) As for abnormal balances provision is made for its 

purchase by the Fund in the first two years, to an 
extent not exceeding in the aggregate 10% of the 
quota. At the end of two years, the Fund shall 
propose a plan for the gradual further liquidation of 
blocked balances. 

(7) No member country shall enter upon any new bilateral 

clearing arrangement or engage in multiple currency 
practices likely to hamper world trade or the free flow 
of productive capital. 

(8) In voting on the sale of foreign exchange the votes of 

creditor countries shall be increased and those of 
debtor countries decreased. 

The Revised Plan is in some ways an improve- 
ment upon the original scheme, in so far as it pro- 
vides for a change in the gold value of the in- 
ternational unit and contains definite proposals for 
the liquidation of abnormal (which are wrongly 
termed 'Blocked') balances. But, from the point of 
view of deficit countries, it is even more conservative 
than before, for now it has increased the gold quota, 
limited the advances that can be made . to deficit 
countries and subjected it to further conditions, and 
finally given weights to surplus countries in voting 
upon sales of foreign exchange. There is no doubt 
that from the point of view of India the Revised 
Plan is more acceptable than the original scheme, 
but it is exceedingly doubtful if it will be acceptable 
to Britain or even offer a satisfactory initial basis for 
discussion by the British experts. 
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CHAPTER VII. 
THE ANGLO-AMERICAN JOINT PLAN. 

Unlike the British, American and Canadian 
Plans, the new proposals for the International 
Monetary Fund are the result of a joint Anglo- 
American effort and represent an agreed compro- 
mise between British and American experts. The 
main points of difference between the I. M. F. 
and the original British and American Plans are 
briefly summed up below: 

1. There is to be no international unit of 
account like unitas or banco?. The I. M. F. 
will keep its resources of local currencies in the 
central Banks of its member countries; the 
location of its gold resources is not stated. 

2. The American suggestion of having an 
international Fund is adopted and the total 
amount to be subscribed is placed at 8,000 million 
dollars. But a concession has been made on 
the extent to which the subscription must be in 
the form of gold, the obligatory gold subscrip- 
tion of a member country being placed at 25% 
of its quota or 10% of its holdings of old and 
gold exchange, whichever is smaller. 
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3. Deficit countries can get accommodation 
from the Fund to the extent of 75% of their 
quotas plus an addition of 25% each year, 
subject to a maximum in all of 200/o of their 
quotas. It is also stated that these conditions 
can be relaxed at the discretion of the Fund; 
but it is not clear how this can be done in 
practice as there is no clause compelling mem- 
ber countries to sell their currencies to the 
I. M. F. in exchange for any currencies the 
latter may offer. The only provision which 
would enable the I. M. F. to give this extra 
accommodation is found in clause 4 of para III 
which empowers it to get supplies of scarce 
currencies by buying it for gold or by borrow- 
ing it. As the gold reserves of the I. M. F. 
are limited, the effective operation of this 
provision will really turn upon the willingness 
to lend of the owners of scarce currencies. . 

4. Countries, demands on whose currencies 
exceed 75% of their quotas i. e., whose export- 
surpluses exceed in value 75% f their quotas 
with the I. M. F., will have their currencies 
declared as scarce; and the scarce currencies 
will be equitably rationed among the countries 
needing them. In other, words, no accom- 
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modation will be available to deficit countries 
to get goods from surplus countries beyond 75% 
of the quotas initially deposited by the latter 
with the I. M. F. It is of course open to the 
I. M. F. to increase its supplies of scarce 
currency either by borrowing or by purchase 
for gold. When this is either not possible or 
results in insufficient accommodation, deficit 
countries will have no alternative but to impose 
restrictions on their imports from the surplus 
countries. It is hardly necessary to hold that 
this will go directly against the objectives for 
which the I. M. F. is being created, as it may 
lead to retaliatory action and a consequent 
contraction of international trade. It is signi- 
ficant to note that the I. M F. has no power 
to enforce a compulsory liquidation of the 
expert surpluses of member countries. 

5. Member countries are required to have 
the parities of their currencies fixed in gold; 
and all-round uniform changes in this parity 
could be brought about by the consent of mem- 
ber countries contributing individually more 
than 10% of the aggregate quota. This provi- 
sion is analogous to the provision contained 
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in the revised American Plan for changes in 
the golcT value of unitas; the only difference 
being that there, an 85 % vote was required for 
effecting any change. 

6. Member countries have freedom to alter 

the exchange value of their currencies by IQ% ; 

changes to the extent of another 10% with the 

consent of the Fund which could be asked for 

within two days ; and changes beyond that if 

the Fund agrees to the need for doing so, for 

correcting a fundamental disequilibrium. (Part IV, 

Clauses iii to v). This provision for exchange 

flexibility is more liberal than was provided in 

either of the Plans. 

7. If at the end of the year, a member 
country has increased its holdings of gold, and 
gold exchange, the Fund may require it to use 
one half of such increase to re-purchase 
its own currency from the Fund. The ides is to 
prevent member countries from taking ad- 
vantage of the Fund while simultaneously build- 
ing up gold balances; and it is based on similar 
provision found in the revised American as also 
the Canadian Plans. 



71 

8. No control is to be exercised by the Fund 
over the economies of member countries, whether 
surplus or deficit, by way of directing them 
as to what they should do in order to restore 
equilibrium in their balances of payments. 
Members can withdraw from the Fund by a 
simple notice given in writing. This is a 
significant departure from the American Plan 
which provided for interference in domestic 
economic policies as also did the British Plan. 

9. No arrangement is provided regarding 
war-time balances; their position as frozen 
balances is now legalised and their liquidation 
is presumably left to bilateral negotiations. 

TO. The obligations of membership are now 
made less comprehensive and more concrete. 
These are: 

(a) not to buy gold at prices outside the 

prescribed parities; 

(b) not to allow exchange transactions in 

other currencies outside the prescribed 
ranges; 

(c) not to engage in discriminatory cur- 

rency arrangements or multiple cur- 
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rency practices without the approval of 
the Fund and not to impose restric- 
tions on payments for current inter- 
national transactions with other mem- 
ber countries. 

The sting out of clause (c) is removed by a 
special provision which has been made for 
what is called the transitional i. e the imme 
diate post-war period. 

11. Special arrangements are made for what 
is called the transitional period during which the 
obligations of membership are relaxed for mem- 
ber countries. This transitional period is 
expected to last for at least three years after 
the termination of hostilities; but it can be 
continued as long as a member country is satis- 
fied of its inability to settle balances of payment 
differences without unduly encumbering its 
facilities with the Fund. During such a transi- 
tion period, member countries can continue 
exchange controls, and by implication impose 
restrictions on payments for current interna- 
tional transactions with other member countries 
and engage in discriminatory currency arrange- 
ments or multiple currency practices. It is also 
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absolved during this period of the obligation of 
purchasing its own currency from member 
countries in return for their currencies or even 
for gold, even though it can claim the right to 
buy their currencies in exchange for its own 
currency. This clause means in effect that 
certain countries can get accommodation from 
the I. M. F, without incurring any special 
obligations in return. It is a great concession 
to debtor countries like England, at the same 
time the U. S. A. gets the satisfaction that she 
will not bear the sole burden of such a concession. 

It will be seen from the above brief review that 
the joint plan contains but little of the elements 
which formed the distinguishing features of either 
the British or the American Plan. The British 
Plan was primarily intended to force creditors to 
recognise their obligation to accept payment in 
goods and to grant necessary credits to debtor 
countries so that debtors could get time to adjust 
their economies and the volume of international 
trade could continue a^- an expanded level- 
The joint Plan severely restricts the extent to 
which one debtor can get accommodation, giving 
him in return the right to resort to just those 
currency and trade practices which it was the 
intention of both the Plans to extinguish. The 
American Plan was primarily intended to secure 
stability of exchange and the abolition of multiple 
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currency practices and ensure an orderly liquidation 
of war-time balances. The joint Plan leaves out 
war-time balances altogether, provides for consi- 
derable freedom to alter the exchanges, and per- 
mits the retention of multiple currency practices 
and restrictions on current account transactions 
for, what is called, the transitional period. Both 
the Plans had contained provisions for some measure 
of control on the domestic economies of both 
creditor and debtor countries, especially the latter; the 
joint plan leaves this out altogether and specifically 
provides that in dealing with a member country's 
request for a stated change in its exchange rate on 
the ground that it is necessary tc correct a funda- 
mental disequilibrium "the Fund shall not reject 
a requested change, necessary to restore equilibrium, 
because of the domestic, social or political policies 
of the country applying for a change". Unity of 
national economic policies which the British and 
American Plans had sought to introduce through 
the backdoor is now dropped by the joint Plan. 
On the whole, therefore, the joint Plan is a sort of 
compromise, a mere patch-work and yet it does 
constitute an advance over the situation that would 
have prevailed in the absence of any plan. The 
fact is that the interests of different countries are 
not exactly identical; creditors do not see eye to eye 
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with debtors, while backward economies are not pre- 
pared to accept the same limitations on their 
economic freedom with its possible effect in per- 
petuating the status quo as the more advanced 
economies are. It would obviously be difficult to 
expect all of them to accept voluntarily the condi- 
tions contained in either the British or the 
American Plan. We ourselves have dilated at 
length in the preceding pages on the reasons why 
it would not be desirable for India to accept them 
without substantial modifications; and similar 
considerations must be applying in the case of a 
number of!other countries as well. What has now 
been proposed in:the joint Plan is to give the largest 
possible measure [of freedom to member countries, 
make the obligations of membership as light as 
possible, and yet create the nucleus of an inter- 
national organisation that in course of time can 
be built up to its full stature. In a way I am 
inclined to think that it is a typically British com- 
promise, not very rigid in its constitution or its 
obligations but leaving it to grow by way of 
conventions and understandings that will progres- 
sively embody the growth of conditions more 
favourable to international co-operation. 

From the point of view of India, the new 
scheme has met most of the objections which I had 
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advanced in the first edition of this book. Thus, 
the joint Plan provides for elasticity in exchange, 
sympathetic consideration to proposals for changes 
in exchange rates, abstention on the part of the 
I. M- F. from interference in domestic economic 
policies, arrangements for reduced membership 
obligations during the transitional period, and 
restrictions on the credit accommodation granted 
to deficit countries. But there is one important 
matter in respect of which the new Plan fails to 
meet India's requirements. It is well known that 
India has accumulated large sterling balances in 
England which she has not been able to convert 
into goods or other currencies owing to war-time 
restrictions. It is also well known that India will 
require large imports of capital equipment in the 
post-war period in connection with her schemes 
of post-war planning and economic development; 
and these imports cannot be financed through 
the medium of these sterling balances. That 
is why India is so vitally interested in the evolving 
of a procedure for the orderly and rapid liquida- 
tion of these balances. In fact, it would not 
be far wrong if I were to say that the major 
incentive India has for joining the international 
currency organisation is her belief that this would 
help to secure an orderly rapid liquidation of all 
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war-time balances, especially that of the sterling 
balances which she owns. The original British 
and American Plans, and more concretely the 
revised American Plan had contained some provi- 
sions for th'e liquidation of war-time balances; and 
this has been criticised in the preceding pages for 
its inadequacy. The new Plan drops all reference 
to the war-time balances and leaves the problem 
of their liquidation for bilateral negotiations 
between the parties concerned. This is a very 
serious omission which India cannot accept. The 
I. M- F. must contain a definite provision for the 
orderly and rapid liquidation of these balances. In 
the immedate post-war period, the pent up demand 
for imported consumers goods is bound to affect 
India's trade; and it is not very likely that 
her current export surplus will leave much 
room for financing import of capital equipment 
after meeting this demand. It is therefore im- 
perative that arrangements for the unfreezing of 
our standing balances are made at least in 
substantial measure in the immediate post-war 
period; and the best way of doing this is through 
the agency of the proposed International Monetary 
Fund. There are also certain other matters in 
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which the joint Plan is not quite satisfactory from 
India's point of view. But I would not therefore 
advocate India's non-participation in the Fund. 
This is not only because I feel that India must 
play her role in the task of building up an 
international enconomic machinery but also because 
I feel that it is no use taking up a negative 
attitude on such an important problem. I would 
therefore suggest that India should join the I. M. F. 
subject to the fulfilment of the following condi- 
tions. Conditions 7 to 9 are, I believe, implicit in 
the Plan itself, but it would be better to state them 
explicitly to avoid future misunderstanding. 

1. Development of backward economies, and the 
provision of special facilities if necessary to such 
economies, should be one of the explicit objectives 
of the Fund. 

2. The Fund should have as its transitional 
objective the orderly and rapid liquidation of 
war-time balances, and there should be. some 
provision in its machinery for achieving this 
objective. 

3. The principles on which quotas are to be 
determined are not stated in the new proposals. We 
do not know if the basis will be volume of foreign 
trade as in the original British Plan, or national 
income, foreign trade and gold holdings as in the 
American Plan. As far as India is concerned, it would 
be desirable ateo to include the criterion of popula- 
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tion as one of the standards. This is particularly 
important in view of the fact that the scheme 
provides for five representatives on the Executive 
Committee from countries with the largest quotas 
and voting rights are closely related to quotas. In 
any case, India should have one of the permanent 
seats on the Executive Committee of the Fund. 
She has at least as much right to it as China. The 
best solution would be to raise the number of 
permanent seats to 6 and give both India and China 
seats in addition to U. S- A,, U. K-, Russia and 
France. 

4. Details of the provisions for the management 
of the new institution have not been dealt with 
in the proposals. India should see that these 
details are such as will enable her to have a reason- 
able voice in the policy and administration of the 
International Monetary Fund. In other words, 
India should have adequate representation on the 
personnel of the secretariat and administrative staff 
of the Fund. 

5. ' In the operation of the Fund, it should 
be laid down that no country will get facilities for 
exporting capital as long as she owes war-time 
balances which she has not yet liquidated. In other 
words, the first charge over the trade surplus 
of a country in excess of its current domestic 
requirements should be the liquidation of war-time 
balances. 

6. In the Explanatory Memorandum attached 
by the U. K. experts, it is stated that the scheme 
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allows during the transitional period for the 
maintenance and adoptation by members of the 
sterling area of the arrangement now enforced 
betweent them." It should be clearly understood 
that this does not mean that India is committed 
during the transitional period to maintain the 
existing link of the rupee with sterling and at its 
existing rate. The relation of the rupee to sterling 
during the transitional period should be solely a 
matter for India to decide. 

7. India should have freedom to hnve its own 
tariff policy. 

8. India should have the freedom to have a 
flexible exchange and not stand committed to the 
rate of exchange she will accept at the beginning of 
the transitional period. 

9. India should have the freedom to frame its 
own internal economic policy, such as, for example, 
a rapid and extensive programme of post-war 
economic development. 

10. Finally, it is not clear on what basis the 
initial parities of different currencies in terms of gold 
is going to be fixed and particularly whether this 
will be left to the discretion of individual countries 
or whether there will be some mandate on the 
subject from the International Monetary Fund. 
India should have full freedom to determine the 
initial parities of her currency with reference to her 
domestic requirements and her post-war commit- 
ments in respect of the planned development of 
her internal economy. 



CHAPTER VIII. 
CONCLUSION. 

The analysis of the International Currency Plans 
contained in the foregoing pages bears ample evi- 
dence to the difficulties of setting up an intern^ 
tional authority in any economic tiled when eac|ji 
nation is still inclined to place its own economic in. 
terests in the forefront of its policy and is unwilling 
to incur the sacrifice that is implicit in the creation 
of any international organisation. , Above all, a sense 
of world economy or the imperative need for improv- 
ing the economic status of all men irrespective of their 
race, colour or domicile is lacking, and each nation 
is still inclined to think primarily in terms of itself, 
though not perhaps subscribing to the related 
doctrine of "the devil take the hindmost/' If one 
views the whole controversy with a little cynicism, 
we find America insisting upon gold and providing 
safeguards for creditors becanse the U. S. A. is the 
largest owner of the world's gold and is both a 
surplus and a creditor country; we find Canada sup- 
porting the American Plans, because she is within 
the orbit of American economy and is also a creditor 
country. We find Britain favouring the deficit and 
debtor countries and arguing in favour of the con- 
tinued existence of subordinate currency blocks be- 
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cause she herself is going to have big trade deficits 
at the end of the war is vitally interested in the 
continuance of her empire sterling bloc* We find 
India displaying acute interest in abnormal balances 
and demanding their free and rapid utilisation be- 
cause she herself possesses a large stock of them, but 
all this tender regard for sectional interests certainly 
does not furnish the base on which to erect an inter- 
national structure. 


The reality of the situation is that an interna- 
tional currency organisation is naturally aimed at 
stability of exchange ; and stability of exchange to- 
gether with the appropriate monetary, trade and in- 
vestment action, it requires for its maintenance, is 
not equally to the advantage of the different countries 
concerned which have different interests and are at 
varying stages of economic development. Stability 
of exchange can best flourish only in a world where 
there are no creditors and debtors, where national 
price levels and economic policies march in step and 
in unison, and foreign trade is as free of duties and 
restrictions as internal trade is today. This is 
possible only in a world which is not only one 
economic unit in actual fact but is also treated 
as one unit, and its advantages made equally avail- 
able to all the peoples of the world in the form of 
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approximately equal standards of life* Such a world 
however is not yet, even as within a nation, there are 
the rich and the poor, there are in the world as a whole 
rich and poor nations ; even as the poor within a 
nation are convinced that their poverty is not in- 
evitable and are determined to strain every nerve 
for raising their standards of life, so are the poor 
among the nations. As long as this state of affairs' 
lasts, any international standard aiming primarily 
at stability of exchange will not succeed, for the con- 
ditions necessary for its success will not be present. 
Under the circumstances, it would be good states- 
manship to take these facts into account and not 
for the creation of rigid lines which will bind 
national currencies to an international currency 
unit. We do not want another unsuccessful League 
of Nations experiment in the currency field. 

But this does not mean that nothing should be 
done to arrive at international understanding in the 
currency field nor should the attempt at bringing 
an international currency organisation be given up 
because of some differences in national interests. 
There can be no difference of opinion about the 
fundamentals of the Plan viz., grant of short-period 
credit to countries with current trade deficits, en- 
couragement of multilateral clearing, promotion of 
free flow of capital across national boundaries, and 
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discouragement of the use of weapons of economic 
warfare. World interest as well as the interest of 
individual nations requires that order should be 
established in international currency relations ; and 
this cannot be done without the creation of an 
international organisation. At the same time, we 
have seen that some countries have reached a stage 
of economic development at which stability of 
.exchange and the measures necessary for main- 
taining it are not inconsistent with their national 
interests ; on the other hand, there are a few 
backward countries like India or China which require 
the adoption of economic measures not consistent 
with stability of exchange; moreover, agricultural 
countries, generally speaking, are nervous of stability 
of exchange as long as nothing is done to maintain 
parity of agricultural to industrial prices in interna- 
tional trade. The only way out of the situation 
seems me to lie in a recognition of the .special 
position of the more backward economies, and 
not subject them to the same controls on their tariff 
or exchange policies as can be borne by the more 

developed economies ; in fact this is the only way 
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in which the international currency organisation 
could be made consistent with the object of 
securing world employment and world prosperity. 
At the same time, the differential treatment of 



85 

backward economies would not affect very materially 
the working of the currency organisation, for if 

the major economies like U. S. A. and U. K. 
can define the relation of their currencies with 

the international unit, there will be enough of a 
working basis of exchange stability to promote 
world trade and prevent economic warfare. I am 
not suggesting that the backward economies should 
have the freedom to run amok and use the 
exchange, tariff and other weapons to the detri- 
ment of the rest of the world. All that I am 
pleading for is a recognition of their special 
position and the consequent need for giving them 
a little more freedom than is normally compatible 
with membership of an international organisa- 
tion. Once the backward economies develop and 
cease to be backward, their special position will 
cease and they will become subject to the same 
obligations as the advanced economies ; and I have 
no doubt they will cheerfully accept them too. 
Indeed, from the point of view of the promotion of 
world trade as also of the continued maintenance of 
the prosperity of the advanced economies them- 
selves, it is desirable that conditions should be creat- 
ed for the speedy development of the backward 
economies ; and this cannot be done by imposing on 
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them the rigid obligations that normally arise 
from membership of an international currency 
organisation. Hence my plea for relaxing obliga- 
tions on the backward economies, at least in the 
initial stages of the international currency organisa- 
tion. After all it is realistic to recognise the 
different stages of economic development which 
different countries have reached ; and it is equally 
realistic to provide for the differences at least 
temporarily in any international organisation that is 
sought to be brought into existence. 

To sum up, there can be no doubt about the 
soundness of the objectives underlying the proposals 
for the creation of an international currency organisa- 
tion; nor can it be denied that the absence of such 
an organisation in the post-war period would 
hamper the restoration of world prosperity. At the 
same time, the world consists of units at different 
levels of economic development, and the back- 
ward units will require more freedom than is 
strictly compatible with membership of an interna- 
tional organisation; moreover, it is to be theinterest of 
advanced units the mselves that the backward units 
should cease to be backward as early as possible. 
Under the circumstances, the best plan would be to 
create an international* currency organisation that 
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will make special provision for the backward 
economics during the transitional period when 
their economic development is progressing to 
approximate to those of the advanced economies. 
It is also necessary that some provision should be 
made for the maintenance of proper parities between 
agricultural and industrial prices so that agrtpul. 
tural countries need not be so nervous as in the 
past about the implications of exchange stability 
on their domestic prices and peasantry's incomes. 
All these could be brought within ambit of the 
currency organisation- if among its objects were to 
be placed in the forefront the objectives of world 
employment, world prosperity and development of 
all national economies towards full realisation of 
their economic potentialities. This will pave the 
way for international understanding on monetary 
matters and provide the necessary period of time 
in which backward countries, devastated countries 
and ex-enemy countries can develop their economic 
organisation and be ready to assume in full the 
responsibilities that inevitably follow from the 
membership of an international currency organi- 
sation. An international currency standard be it 
linked with gold or managed by an international 
currency authority pre-supposes for its success 



a world the units of which are of economic peace 
with one another ; and this is possible only when 
either the world becomes politically and economi- 
cally one or its units are so developed that the 
standards of life of their peoples are approxi- 
mately equal. Till then, it is wiser to begin 
modestly and not insist on uniform conditions for 
all members rather than to risk into a rigid currency 
scheme which is foredoomed to failure of the 
absence of the essential political and economic 
conditions necessary for its success. 

From this point of view there is much to be 
said in iavo.ur of the Joint Plan for the creation 
of an International Monetary Fund. The I. M F. 
provides for freedom of domestic economic policy 
on the part of member countries, and by impli- 
cation preserves intact their tariff autonomy. It 
has also abandoned the principle of rigid exchange 
stability, and conceded a large measure of freedm 
to member countries to vary their exchange rates 
to suit their domestic requirements. What it 
does not provide for is the acceptance of total 
world""^eriipl6yment and a consequential special 
development of the backward economies like those 
of China and India among its objectives. Nor 
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does itbrovide for the sjpeedy and orderly liquid 
of war-time balances so essential for the plannea 
development of the backward economy of India. 
These are cardinal defects; and will I hope, be 
rectified before the Fund assumes its final shape 
and get, accepted by all the nations to the world. 
All the same the Joint Plan is a great advance on 
the previous proposals. True, it is not drawn on 
such an ambitious scale as the original British or 
American Plans, but it embodies a more realistic 
appreciation of the extent to which national interests 
can be subordinated to a general international good. 
I hope the same spirit of realism will influence 
both the countries which owe war-time balances 
and those which own them and lead to the inclu- 
sion in the I. M. F, of a compromise provision 
which will secure at least a partial liquidation of 
war-time balances in the immediate post-war 
period. After all, it is common ground that the 
greatest potential markets of the world are China 
and India; and these potentialities cannot be 
realised without the all round development of 
their economies. India's post-war economic deve- 
lopment hinges on her ability to use her sterling 
balances; the liquidation of her sterling balances 
is therefore a world interest, and constitutes an 
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eminently appropriate subject for operation of the 
I. M. F. If for some reason or other, this is left 

out of the ambit of the I. M. F. an uneasy suspicion 
is bound to prevail that the advanced economies 
do not mean business when they talk of freeing 
the world from want and by implication the 
rapid development of the backward economies. 
Such suspicion is bound to be fatal to the 
atmosphere of goodwill and national confidence 
so necessary for the successfiU inauguration of 
any international organisation. After all, even if 
(he liquidation of the sterling balances is left to 
bilateral negotiations between U. K. and India, 
it is not going to mean repudiation; Britain is 
bound to arrange for the conversion of these 
balances into goods and services, and she cannot 
insist that all of the latter must be of British 
origin. At the most there may be differences on 
the period of time within which the liquidation or 
the conversion into goods and services will take 
place; and the extent to which the latter will be 
permitted to be of non- British origin. But surely 
these differences cannot be impossible of settle- 
ment, particularly when Britain herself will benefit 
by the enlarged market which will follow India's 
economic development. Under the circumstances 
why should not Britain lay her cards on the taWe 



and include the compromise solution in the 
I. M. F. organisation? By doing so, she will not 
lose anything material unless of course, what to 
me is unbelievable, she has no intention of 
permitting the liquidation of these balances within 
a measurable period after the termination of 
war. If JBriJ^ri^s sincere in her desire to promote 
world employment and therefore the planned 
economic development of India, if she is going to 
honour her debt and provide for at least a partial 
liquidation of her sterling debits as I am sure 
she wants too, I see no reason why Britain should 
not accept the liquidation of war-time balances 
as one of the objectives of the I. M. F. By doing 
so, she will be adding to her prestige as a fighter 
for and harbinger of an international order, she 
will allay the suspicions of India, she will be giving 
concrete proof of her desire to see a rapid develop- 
ment of the backward economies and above all, 
she 'will be helping to start the I. M. F. on an 
even keel and in an atmosphere of friendship and 
universal goodwill. Would it be too much to hope 
that Britain's economic statesmanship will rise to 
the occasion and help the world to start its 
first economic organisation on a secure and stable 
foundation based on consent freely and enthusiasti- 
cally given by all the participating countries. 
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POST-SCRIPT. 

THE BRETON WOODS CONFERENCE AND AFTER 

The Breton Woods Conference has concluded 
its deliberations and its main conclusions are now 
available in India. As far as .India was concerned, 
two major demands were put forward by the Indian 
(1) for the inclusion of war-time 



balances within the scope of the I. M. F. and (2) for 
a permanent seat for India on the Executive Board 
of Directors. Neither of these claims were accepted 
by the Conference, and the Anglo-American joint 
proposals for the I. M. F. have been accepted sub- 
stantially unaltered by the Conference and are now* 
before the legislature of the participating countries 
for ratification. Curiously enough, at the last stages 
of the Conference, the Indian delegation withdrew 
their objections and their formal approval can also 
be now claimed for these proposals. The question 
for discussion now is whether the Indian legislature 
should ratify these proposals or decide for India's 
non-participation in the I. M. F. It is necessary to 
note in this connection that the same conference also 
accepted the proposal for an International Bank for 
Reconstruction and Development ; and since mem* 
o the latter is contingent upon participa- 
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tion in the former, it is desirable to take the two 
together into consideration when discussing the 
question whether India should participate or not in 
the L M. F. 

The object of the proposed International Bank 
is to facilitate the international investment of capital 
in countries requiring the same either for restoration 
of economies destroyed or disrupted by war or jre 
conversion of productive facilicies to peace-time needs 
or the encouragement of the development of pro- 
ductive facilities and resources in less developed 
countries. India should be able to qualify for assis- 
tance under all the three heads, and particularly 
in respect of the last The Bank will render assis- 
tance not so much by direct loans as by guaranteeing 
loans made by private investors. The authorised 
capital of the Bank shall be ten billion dollars of 
which 20/o shall be subscribed, and 80% left subject 
to call when required to meet the obligation of the 
Bank.* Two per cent is to be paid in gold or 
U. S. dollars, while the remaining 18% could be 
paid either in gold or dollars or in the local currency 

NOTE *Even of this 20%, only 2% is to be paid on entry into 
membership ; the remaining 18% is to be paid or subject 
to call as needed by the Bank for its operation. 
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of the country concerned. Presumably no restric- 
tion is placed on the currency in which the borrower 
may utilise his loan, but it is provided that currencies 
received by the Bank shall be exchanged for the 
currencies of other members or reloaned only with 
the approval of the members whose currencies are 
involved. It is also provided that the Bank shall 
impose no condition that the proceeds of a loan 
shall be spent in the territories of any particular 
member or members. Loans made or guaranteed 
by the Bank shall except in special circumstances 
be for the purpose of specific projects of recon- 
struction or development The Bank has the power 
to make arrangements to ensure that the proceeds 
of any loan are used only for the purposes for which 
the loan was granted with due attention to consi- 
derations of economy or efficiency and without 
regard to political or other non-economic influences 
or considerations. In the case of loans made by the 
Bank, an account will be opened with tfie Bank 
in the name of the borrower in the currency in which 
the loan is made and permission to draw on this 
account will be to meet expenses in connection with 
the project as they are actually incurred. The 
arrangements made for the management of the Bank 
are similar to those for the I. M. F.; there are to be 
twelve executive directors of whom 5 are to be 
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permanently from the five countries with the largest 
quotas, same as in the I. M. F , two are reserved for 
the South American Republics, and the remaining 
five are to be elected by the other members of whom 
India will be one. The capital is divided into 
100,000 shares of 100,000 dollars each and quotas 
assigned to the 44 nations at the conference total 
8 8 billion dollars, the remaining 1*2 billion dollars 
being left for subscription by other nations. Full 
details of the constitution, functions etc., of the 
Bank are not yet available in India ; but an official 
American summary received from the United States 
Office of War Information is given in Appendix VII. 

There is no doubt that it is very necessary for 
India to join this International Bank. India has 
vast schemes for economic development which she 
wants to undertake in the post-war period ; and if 
this is to be done without causing undue strain on 
the living standards of her people, a certain amount 
of temporary help from abroad will be necessary. 
She will require a good deal of capital goods and if 
she can borrow from or through the help of the In- 
ternational Bank against the security of her frozen 
sterling balances, it would not only help her economic 
development but also offset to a large extent the dis- 
advantages she has suffered by the exclusion of war- 
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time balances from the scope of I. M. F. If arrange- 
ments could be made with the United Kingdom for 
her to pay the amortisation amounts due on the 
loans that India can obtain from the International 
Bank, India can get the capital she requires at once; 
and England will get enough time to liquidate her 
sterling balances, as the amortisation period will 
extend over a period of at least twenty years. I 
am not suggesting that this arrangement will enable 
India to obtain all the capital she requires nor give 
her possession of her entire sterling balances within 
a period of 3 or 4 years after the termination 
of hostilicies; for it is not likely that India will be 
able to obtain a loan of 3000 to 4000 million dollars 
all at once, and there will be other pressing claims 
on the resources of the International Bank. But I 
see no reason why India shculd not be able to get 
400 to 500 million dollars of American currency in 
the first three or four years of the post-war period; 
simultaneously I think it would be possible for her to 
get an equivalent if not a larger amount of sterling 
currency ; and the two in combination should help 
us considerably in financing our immediate post- 
war requirements of capital goods from abroad. In 
fact, with the exclusion of war-time balances from 
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the operation of the I. M. F. and with the transi- 
tional clause in the I. M. F. which will give freedom 
to England from multilateral conversion even of the 
sterling acquired by current transactions, it is going 
to be a very difficult thing for India to get non- 
sterling currency, while even the sterling currency 
she will get be limited to -her current trade balance 
except to the extent it is supplemented by an agreed 
programme of liquidation of war-time balances. The 
International Bank offers India a way out of these 
difficulties. On the one hand, India need not insist 
in her bilateral negotiations with U. K. upon the 
immediate convertibility of her sterling balances into 
other currencies ; to the extent that she can obtain 
an immediate dollar loan either directly from the 
International Bank or through its guarantee, she 
can ask U. K. to pay the amortisation dues ; and as 
this will be spread over a long period, there should 
be no reasonable objection on the part of U. K. to 
do so; having thus relieved U. K. from any immediate 
demand for conversion of her sterling balances into 
other currencies, * it would be fair to expect her 
to agree to a substantial release of these balances 
for being spent within the sterling bloc itself ; this will 
enable India to place orders for capital goods within 
U , K. and other sterling areas to the extent that 
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she needs in the immediate post-war period. It will 
be seen therefore that the machinery of the Inter- 
national Bank could be most useful to India for 
getting a part at any rate of her sterling balances 
liquidated in the immediate post-war period; and to 
this extent offsetting the disadvantages occurring to 
India by the exclusion of war-time balances from the 
I. M. F. I have therefore no hesitation in recom- 
mending India's participation in the membership 
of the International Bank, I would like to urge 
however the desirability of India being given a 
permanent seat on the Executive Board of Directors. 
If necessary, the number of members on the Board 
may be increased from 12 to 13 or 14, but it is 
absurd that a country of the size, importance and 
economic resources of India should not have a per- 
manent seat when undeveloped China and war- 
devastated France are provided with such seats. 
This is particularly important in view of the fact that 
the new Bank is likely to exercise a very real 
control over all international investment of loan 
capital in the post-war period. I would like to 
suggest therefore that in discussing the question of 
accepting membership in the new Bank, the Indian 
legislature should unanimously record its opinion in 
favour of India being given a permanent seat on the 
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Executive Board of Directors and urge that this be 
done if necessary by increasing the total number of 
members on the Board to 13 or 14 from 12. 

My conclusion regarding the attitude India 
should take in regard to the I. M. F. is equally 
emphatic. While it is a matter of grave disappoint- 
ment to us that the two demands put forward by the 
Indian delegation at Breton Woods should have 
been turned down, I do not think that we should 
therefore vote against participation in the I. M. F. 
I have already pointed out that most of the grave 
objections which the original British and American 
Plans were subject to from the Indian point of view 
have been met by the Anglo-American joint pro- 
posals for the I. M. F., and that the obligations 
arising from membership are very light indeed* 
specially in the immediate post-war period when the 
transitional clause gives power to member countries 
to retain controls till they can safely remove them. 
The I. M. F. has no control over domestic economic 
policies and it gives a considerable measure of free- 
dom to member countries in regard 10 exchange 
flexibility. Moreover, I am not quite certain that* 
the end of the War will see the continuance of the 
present position regarding India's favourable balance 
of trade. There wftlToffthFb"^ eerfe'tiT 
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strong forces in operation in the opposite direction, 
and this is also borne out by our experience of the 
period following the termination of the last war. 

Thus, e.g., a large volume of Indian demand ,for 

f 
imported consumer's goods has remained pent-up 

owing to war-time restrictions, and this will make 
itself felt on the termination of the present hostilities. 

Then again, private investors and industrialists have 
been seeking an opportunity for the investment 
of their surplus funds and they are bound to 
place orders on a large scale for the import of. 
capital goods/ It is also extremely probable that 
India will require large imports of foodgrains in the 
immediate post-war period? Under these circums- 
tances, there is every likelihood of our having to face 
an adverse balance of trade on current account in 
the post-war period, and if this does come off, mem- 
bership of the I. M. F. will enable India to get the 
funds necessary for financing the adverse balance. 
Moreover, we have already seen that membership of 
the proposed International Bank would be most 
advantageous to India ; and this is contingent on 
our accepting membership of the I. M. F. Under 
the circumstances. I am strongly of the view that 
India should not vote Against participation in the 
I. M. F. At the same time, we should place on 
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record our emphatic opinion that India should have 
a permanent seat on the Executive Board of Direc- 
ors and that war time balances should be brought 
Within the scope of the I. M. F. Having done this, 
we should join the I. M. F. and make every attempt 
from within to get these demands accepted rather 
than stand aloof and let important international deci- 
sions affecting world currency and exchange be taken 
without taking part in the making of, these decisions, 
Moreover, I have an uneasy suspicion that the re- 
jection of India's demand for a permanent seat was 
largely due to Indias inferior political status rather 
than non-acceptance of her numerical economic im- 
portance; and once India's political status becomes 
comparable to that of other members of the I.M.F., 
there would be little difficulty in getting India a 
parmanent seat on the Board of Directors. I advocate 
therefore the view that in spite of the rejection of 
the demands at Breton Woods, India should vote 
for participation in the I. M. F. for the following 
reasons : 

^) The obligations of membership of the 
I. M. F. are not such as to deprive India 
of her autonomy in economic policy or to 
tie her down to a policy of rigid exchange 
stability. 

(') The I. M. F., will give India an opport- 
unity to play some part in the shaping of 
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international decisions on problems of 
currency and exchange. 

(tit) Membership of the I. M. F. will enable 
India also to become a member of the In- 
ternational Bank and thus get* an opport* 
unity not only of obtaining dollar currency 
as loan, but also of partially converting 
her sterling balances into dollars by a pro* 
cess of borrowing from the Bank against 
amortisation charges to be borne by the 
U.K. 

(*t>) Membership of the I. M. F. will enable 
India to get accommodation for financing 
apossible adverse balance of trade she may 
have to face in the immediate post-war 
period. 

At the same time, India should re-affirm her 
claims for a permanent seat on the Executive Board 
of Directors and continue to press for the inclusion 
of war-time balances within the scope of the' I.M.F. 

I wish it had been possible to have had a 
detailed discussion of the final conclusions reached 
at Breton Woods. But this is not possible in the 
absence of information in India on these detailed 
proposals accepted at Breton Woods. All that one 
can say on a review of the information available 
is that the Anglo-American Joint Plan has been left 
substantially unaltered ; a more detailed examina* 
tion must necessarily await the receipt of fuller data, 



APPENDIX I. 
THE BRITISH PLAN 

PROPOSALS FOR AN INTERNATIONAL 
CLEARING UNION 

1 The Provisions tff the Plan 

1. The provisions proposed (the particular propor- 
tions and other details suggested being tentative as a 
basis of discussion) are the following : 

(1) All the United Nations will be invited to 
become original members of the International Clearing 
Union. Other States may be invited to join subsequently. 
If ex-enemj States are invited to join, special conditions 
may be applied to them. 

(2) The Governing Board of the Clearing Union 
shall be appointed by the Government of the several 
member States (aa provided in (12) below) ; the daily 
business with the Union and the .technical arrangements 
being carried out through their Central Banks or other 
appropriate authorities. 

(3) The member States will agree between them- 
selves the initial values of their own currencies in termR 
of bancor. A member State may not subsequently alter 
the value of its currency in terms of bancor without the 
permission of the Governing Board except under the con- 
ditions stated below ; but during the first five years after 
the inception of the system the Governing Board shall 
give special consideration to appeals for an adjustment in 
the exchange value of a national currency unit on the 
ground of unforeseen circumstances. 

(4) Tin value of bancor in terms of gold shall be 
fixed by the Governing Board. Member States shall not 
purchase or acquire gold, directly or indirectly, at a price 
in terms of their national currencies in excess of the parity 
which corresponds to the value of their currency in terms 
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of bancor and to the value of banoor in terms of gold. 
Their sales and purchases of gold shall not be otherwise 
restricted. 

(5) Each member State shall have assigned to it a 
quota, which shall determine the measure of its respon- 
sibility in the management of the Union and of its right 
to enjoy the credit facilities provided by the Union. The 
initial quotas might be fixed by reference to the sum of 
each country's exports and imports on the average of 
(say) the three pre-war years, and might be (say) 75 per- 
cent. Of this amount, a special assessment being sub 
stituted in cases (of which there might be several) where 
this formula would be, for any reason, inappropriate. 
Subsequently, after the elapse of the transitional period 
the quotas should be revised annually in accordance with 
the running average of each country's actual volume of 
trade in the three preceding years, rising to a five-year 
average when figures for five post-war years are available 
The determination of a country's quota primarily by 
reference to the value of its foreign trade seems to offer 
the criterion most relevant to a plan which is chiefly con. 
cerned with the regulation of the foreign exchanges and 
of a country's international trade balance. It is, however 
a matter for discussion whether the formula for fixing 
quotas should also take account of other factors. 

(6) Member States shall agree to accept payment 
of currency balances, due to them from other members, 
by a transfer of bancor to their credit in the books of the 
Clearing Union. They shall be entitled, subject to the 
conditions set forth below, to make transfers of bancor to 
other members which have the effect of overdrawing their 
own accounts with the Union, provided that the maximum 
debit balances thus created do not exceed their quota. 
The Clearing Union may, at its discretion, charge a small 
commission or transfer fee in respect of transactions in its 
books for the purpose of meeting its current expenses or 
any other outgoings approved by the Governing Board. 

(7) A member State shall pay the Reserve Fund of 
the Clearing Union a charge of 1 per cent, per annum on 
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the amount of its average balance in banoor, whether it 
is a credit or a debit balance, in excess of a quarter of its 
quota ; and a further charge of 1 per cent on its average 
balance, whether credit or debit, in excess of a half of its 
quota. Thus, only a country which keeps as nearly as 
possible in a state of international balance on the average 
of the year will escape this contribution. These charges 
are not absolutely essential to the scheme. But if 
they are found acceptable, they would be valuable and 
important inducements towards keeping a level balance 
and a significant indication that the system looks on 
excessive credit balances with as critical an eye as on 
excessive debit balances, each being, indeed, the inevit- 
able concomitant of the other. Any member State in 
debit may, after consultation with the Governing Board, 
borrow ban cor from the balances of any member State in 
credit on such terms as may be mutually agreed, by which 
means each would avoid these contributions. The 
Governing Board may, at its discretion, remit the charges 
on credit balances, and increase correspondingly those on 
debit balances, if in its opinion unduly expansionist con- 
ditions are impending in the world economy. 

(8) (a) A member State may not increase its debit 
balance by more than a quarter of its quota within a year 
without the permission of the Governing Board, If its 
debit balance has exceeded a quarter of its quota on the 
average of at least two years, it shall be entitled to reduce 
the value of its currency in terms of bancor provided that 
the reduction shall not exceed 5 per cent, without the 
consent of the Governing Board ; but it shall not be 
entitled to repeat this procedure unless the Board is 
satisfied that this procedure is appropriate. 

(6) The Governing Board may require from a 
member State having a debit Balance reaching a half of 
its quota the deposit of suitable collateral against its debit 
balance. Such collateral shall, at the discretion of the 
Governing Board, take the form of gold, foreign or domes- 
tic currency or Government bonds, within the -capacity 
of the member State. As a condition of allowing a 
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member State to increase its debit balance to a figure in 
excess of a half of its quota, the Governing Board may 
require all or any of the following measures : 

(i) a stated reduction in the value of the member's 
currency, if it deems that to be the suitable 
remedy ; 

(ii) the control of outward capital transactions if 
not already in force ; and 

(Hi) the outright surrender of a suitable proportion 
of any separate gold or other liquid reserve in 
reduction of its debit balance. 

Furthermore, the Governing Board may recommend to 
the Government of the member State any internal 
measure affecting its domestic economy which may appear 
to be appropriate to restore the equilibrium of its interna- 
tional balance. 

(c) If a member State's debit balan ce has exceeded 
three-quarters of its quota on the average of at least a year 
and is excessive in the opinion of the Governing Board 
in relation to the total debit balances outstanding on the 
books of the Clearing Union, or is increasing at an 
excessive rate, it may, in addition, be asked .by the 
Governing Board to take measures to improve its position, 
and, in the event of its failing to reduce its debit balance 
accordingly within two years, the Governing Board may 
declare that it is in default and no longer entitled to draw 
against its account except with the permission of the 
Governing Board. 

(d) Each member State, on joining the system, shall 
agree to pay to the Clearing Union any payments due 
from it to a country in default towards the discharge of 
the latter's debit balance and to accept this arrangement 
in the event of falling into default itself. A member 
State which resigns from the Clearing Union without 
making approved arrangements for the discharge of any 
debit balance shall also be treated as in default. 



(9) A member State whose credit balance has 
exceeded a half of its quota on the average of at least a 
year shall discuss with the Governing Board (but shall 
retain the ultimate decision in its own hands) what 
measure would be appropriate to restore the equilibrium 
of its international balances including 

(a) Measures for the expansion of domestic credit 
and domestic demand. 

(6) The appreciation of its local currency in 
terms of bancor, or alternatively, the encourage- 
ment of an increase in money rates of earnings. 

(e) The reduction of tariffs and other discourage, 
ments against imports. 

(d) International development loans. 

(10) A member State shall be entitled to obtain 
a credit balance in terms of banoor by paying in gold to 
the Clearing Union for the credit of its clearing account. 
But no one is entitled to demand gold from the Union 
against a balance of bancor, since such balance is available 
only for transfer to another oleanig account. The 
Governing Board of the Union shall, however, have 
the discretion to distribute any gold in the possession of 
the Union between the members possessing credit balances 
in excess of a specified proportion of their quotas, pro- 
porbionately to such balances, in reduction of their 
amount in excess of that proportion. 

(11) The monetary reserves of a member State, viz., 
the Central Bank or other bank or Treasury deposits in 
excess of a working balance, shall not be held in another 
country except with the approval of the monetary 
authorities of that country. 

(12) The Governing Board shall be appointed by 
the Governments of the member States, those with the 
larger quotas being entitled to appoint a member individu- 
ally, and those with smaller quotas appointing in con- 
venient political or geographical groups, so that the 
members would not exceed (say) 12 or 15 in number, 



Each representative on the Governing Board shall have 
a vote in proportion to the quotas of the State (or States) 
appointing him, except that on a proposal to increase a 
particular quota, a representative's voting power shall 
be iDeawured by the quotas of the member States appoint- 
ing him, increased by their credit balance or decreased by 
their debit balance, averaged in each case over the past 
two years. Each member State, which is not individually 
represented on the Governing Board, shall be entitled 
to appoint a permanent delegate to the Union to main- 
tain contact with the Board and to act as liaison for daily 
business and for the exchange of information with the 
Executive of the Union. Such delegate shall be entitled 
to be present at the Governing Board when any matter 
is under consideration which specially concerns the State 
he represents, and to take part in the discussion. 

(13) The Governing Board shall be entitled to 
reduce the quotas of members, all in the same specified 
proportion, if it seems n *cessary to correct in this manner 
an excess of world purchasing power. In that event, the 
provisions of 6 (8) shall be held to apply to the quotas 
as so reduced, provided that no member shall be required 
to reduce his actual overdraft at the date of the change, 
or be entitled by reason of this reduction to alter the 
value of his currency under 6(8) (a), except after the 
expiry of two years. If the Governing Board subse- 
quently desires to correct a potential deficiency of world 
purchasing power, it shall be entitled to restore the 
general level of quotas towards the original level. 

( 14) The Governing Board shall be entitled to ask 
and receive from each member State any relevant 
statistical or other information including a full disclosure 
of gold, external credit and debit balances and other 
external assets and liabilities, both public and private. 
So far as circumstances permit, it will be desirable that 
the member States shall consult with the Governing 
Board on important matters of policy likely to affect 
substantially their banoor balances or their financial 
relations with other memberq, 
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(15) Executive offices of the Union shall be situated 
in London and New York, with the Governing Board 
meeting alternately in London and Washington. 

(16) Members shall be entiled to withdraw from 
the Union on a year's notice, subject to their making 
satisfactory arrangements to discharge any debit balance. 
They would not, of course, be able to employ any credit 
balance except by making transfers from it, either before 
or after their withdrawal, to the Clearing Accounts of 
ther Central Banks. Similarly, it should be within the 
power of the Governing Board to require the withdrawal 
of a member, subject to the same notice, if the latter is 
in breach of agreements relating to the Clearing Union. 

(17) The Central Banks of non-member States would 
be allowed to keep credit clearing accounts with the 
Union ; and, indeed, it would be advisable for them to 
do so for the conduct of their trade with member States. 
But they would have no right to overdrafts and any 
say in the management. 

(18) The Governing Board shall make an annual 
Report and shall convene an annual Assembly at which 
every member State shall be entitled to be represented 
individually and to move proposals. The principles and 
governing rules of the Union shall be the subject of 
reconsideration after five years' experience, if a majority 
of the Assembly desire it. 



APPENDIX II. 
THE AMERICAN PLAN 

A UNITED AND ASSOCIATED NATIONS 
STABILIZATION FUND 

1. Purposes of the fund 

1. To stabilize the foreign exchange rates of the 
currencies of the United Nations and nations associated 
with them. 

2. To shorten the periods and lessen the degree of 
disequilibrium in the international balance of payments 
of member countries. 

3. To help create conditions under which the 
smooth flow of foreign trade and of productive capital 
among the member countries will be fostered. 

4. To facilitate the effective utilization of the 
abnormal foreign balances accumulating in some countries 
as a consequence of the war situation. 

5. To reduce the use of foreign exchange controls 
that interfere with world trade and the international flow 
of productive capital. 

6. To help eliminate bilateral exchange clearing 
arrangements, multiple currency devices, and discrimina- 
tory foreign exchange practices. 

2. Composition of the fund 

1. Tbe Fund shall consist of gold, currencies of 
member countries, and securities of member governments. 

2. Each of the member countries shall subscribe a 
specified amount which will be called its quota. The 
aggregate of quotas of the member countries shall be the 
equivalent of at least 5 billion dollars. 

The quota for each member country shall be 
determined by an agreed upon formula. The formula 
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should give due weight to the important factors relevant 
to the determination of quotas, e.g., country's holdings of 
gold and foreign exchange, the magnitude of the fluctua- 
tions in its balance of international payments, and its 
national income. 

3. Each member country shall provide the Fund 
with 50 percent of its quota on or before the date set by 
the Board of Directors of the Fund on which the Fund's 
operations are to begin. 

4. The initial payment of each member country 
(consisting of 50 percent of its quota) shall be 12.5 percent 
of its quota in gold, 12.5 percent in local currency, and 
25 percent in its own (i.e , government) securities. 
However, any country having leas than 300 million dollars 
in gold need provide initially only 7/5 percent of its 
quota in gold, and any country having less than 100 
million dollars in gold need provide initially only 5 
percent of its quota in gold, the contributions of local 
currency being increased correspondingly. A country 
may, at its option, substitute gold for its local currency or 
securities in meeting its quota requirements. 

5. The member countries of the Fund may be called 
upon to make further provision toward metting their 
quotas pro rata at such times, in such amounts, and in 
such form as the Board of Directors of the Fund may 
determine, provided that the proportion of gold called for 
shall not exceed the proportions indicated in II-4 above, 
and provided that a four-fifths vote of the Board shall be 
required for subsequent calls to meet quotas. 

6. Any changes in the quotas of member countries 
shall be made only with the approval of a four-fifths 
vote of the Board. 

3. Powers and operations 

1. The Fund shall have the following powers : 

1. To buy, sell, and hold, currencies, bills of ex* 
change, and government securities of member countries ; 



to accept deposits and to earmark gold ; to issue its own 
obligations, and to discount or offer them for sale in 
member countries ; and to act as a clearing house for 
the settling of international movements of balances, bills 
of exchange, and gold. 

All member countries agree that all of the local 
currency holdings shall be free from any restriction as 
to their use. 

This provision does not apply to abnormal war 
balances acquired in accordance with the provisions of 
IH-9, below. 

2. To fix the rates at which it will buy and sell one 
member's currency for another, and the rates in local 
currencies at which it will buy and sell gold. The 
guiding principle in the fixing of such rates shall be stability 
in exchange relationships. Changes in these rates shall be 
considered only when essential to correction of fundam- 
ental disequilibrium and be permitted only with the 
approval of four-fifths of member votes. 

3. To sell to the Treasury of any member country 
(or stabilization fund or central bank acting as its agent) 
at a rate of exchange determined by the Fund, currency 
of any member country which the Fund holds, provided 
that : 

(a) The foreign exchange demanded from the Fund 
is required to meet an adverse balance of payments on 
current account with the country whose currency is being 
demanded. 

(6) The Fund's holdings of the currency of any 
member country shall not exceed during the first year 
of the operation of the Fund, the quota of that country ; 
it shall not exceed during the first two years 150 percent 
of such quota ; and thereafter it shall not exceed 200 
percent of such quota ; except that upon approval by 
fourfifths of the member votes, the Fund may purchase 
any local currency in excess of these limits, provided that 
at least one of the following two conditions is met ; 
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() The country whose currency ia being acquired 
by the Fund agrees to adopt and carry out measures 
recommended by the Fund designed to correct the dise- 
quilibrium in the country's balance of payments, or 

(tt) It is believed that the balance of payments of 
the country whose currency is being acquired by the 
Fund will be such as to warrant the expectation that 
the excess currency holdings of the Fund can be disposed 
of within a reasonable time. 

(c) When the Fund's net holdings of any local 
currency exceed the quota for that country, the country 
shall deposit with the Fund a special reserve in accorda- 
nce with regulations prescribed by the Board of Directors. 
This provision does not apply to currencies acquired 
under III-9 below. 

(d) When a member country is exhausting its 
quota more rapidly than is warranted in the judgment of 
the Board of Directors, the Board may place such condi- 
tions upon additional sales of foreign exchange to that 
country as it deems to be in the general interest of the 
Fund. 

(e) A charge at the rate of 1 percent per annum, 
payable in gold, shall be levied against any member 
country on the amount of its currency held by the Fund 
in excess of the quota of that country. Abnormal war 
balances acquired by the Fund (in accordance with 1 1 1-9 
below) shall not be included in the computed balance of 
local currency used as a basis for this charge. 

(/) When the Fund's holdings of the local currency 
of a member country exceed the quota of that country, 
upon request by the member country, the Fund shall 
resell to the member country the Fund's excess holdings 
of the currency of that country for gold or acceptable 
foreign exchange. 

4. The right of a member country to purchase 
fpreign exchange from the Fund with its local currency 
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for the purpose of meeting an adverse balance of pay- 
ments on current account is recognized only to the 
extent of its quota, subject to the limitation in II I- 3 
above and IIf-7 below. 

5. With the approval of four fifths of the member 
votes, the Fund in exceptional circumstances may sell 
foreign exchange to a member country to facilitate 
transfer of capital, or repayment or adjustment of foreign 
debts, when in the judgment of the Board such a transfer 
is desirable from the point of view of the general interna- 
tional economic situation. 

6. When the Fund's holdings of any particular 
currency drop below 15 percent of the quota of that 
country, and after the Fund has used for additional 
purchases of that currency, 

(a) Gold in an amount equal to the country's 
contribution of gold to the Fund, and 

(6) The country's obligations originally contributed, 

the Fund has the authority and the duty to render to the 
country a report embodying an analysis of the causes of 
the depletion of its holdings of that currency, a forecast of 
the prospective balance of payments in the absence of 
special measures, and finally, recommendations designed 
to increase the Fund's holdings of that currency. The 
Board member of the country in question should be a 
member of the Fund committee appointed to draft the 
report. This report should be sent to all member 
countries, and, if deemed desirable, made public. 

Member countries agree that they will give immedi- 
ate and careful attention to recommendations made by 
the Fund. 

7. Whenever it becomes evident to the Board of 
Directors that the anticipated demand for any particular 
currency may soon exhaust the Fund's holdings of that 
currency, the Board of Directors of the Fund shall inform 
the member countries of the probable supply of this 
currency and of a proposed method for its equitable distri- 
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bution, together with suggestions for helping to equate 
the anticipated demand and supply for the currency. 

The Fund shall mafa every effort to increase the 
supply of the scarce currency by acquiring that currency 
from the foreign balances of member countries. The Fund 
may make special arrangements with any member country 
for the purpose of providing an emergency supply under 
appropriate conditions which are acceptable to both the 
Fund and the member country. 

The privilege of any country to acquire an amount of 
other currencies equal to or in excess of its quota shall be 
limited by the necessity of assuring an appropriate distri- 
bution among the various members of any currency 
the supply of which is being exhausted. Tho Fund shall 
apportion its sales of such scarce currency. In such 
apportionment, it shall be guided by the principal of 
satisfying the most urgent needs from the point of view 
of the general international economic situation. Tt shall 
also consider the special needs and resources of the 
particular countries making the request for the scarce 
currency. 

8. In order to promote the most effective use of 
the available and accumulating supply of foreign exchange 
resources of member countries, each member country 
agues that it will offer to sell to the Fund, for its local 
currency or for foreign currencies which it needs, all 
foreign exchange and gold it acquires in excess of tho 
amount it possessed immediately after joining the Fund. 
For the purpose of this provision, including computations, 
only free foreign exchange and gold are considered. The 
Fund may accept or reject the offer. To help achieve this 
objective, each member country agrees to discourage the 
unnecessary accumulation of foreign balances by its 
nationals. The Fund shall inform any member countiy 
when, in its opinion, any further growth of privately-held 
foreign balances appears unwarranted. 

9. To buy from the Governments of member 
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countries, abnormal war balances held in other countries, 
provided all the following conditions are met: 

(a) The abnormal war balances are in member 
countries and are reported as such (for the purpose of this 
provision) by the member Government on date of its 
becoming a member. 

(6) The country selling the abnormal war balances 
to the Fund agrees to transfer these balances to the Fund 
and to repurchase from the Fund 40 percent of them (at 
the same price) with gold or such free currencies as the 
Fund may wish to accept, at the rate of 2 percent of the 
transferred balances each year for 20 years beginning not 
later than 3 years after the date of transfer. 

(c) The country in which the abnormal war 
balances are held agrees to the transfer to the Fund of 
the balances described in (b) above, and to repurchase 
from tHe Fund 40 percent of them (at the same price) 
with gold or such currencies as the Fund may wish to 
accept, at the rate of 2 percent of the transferred balances 
each year for 20 years beginning not later than 3 years 
after the date of transfer. 

(d) A charge of 1 percent, payable in gold, shall be 
levied against the country selling its abnormal war 
balances and against the country in which the balances 
are held. In addition a charge of 1 precent payable in 
gold, shall be levied annually against them on the 
amount of such balances remaining to be repurchased in 
each country. 

() If the country selling abnormal war balances to 
the Fund asks for foreign exchange rather than local 
currency, the request will not be granted unless the country 
needs the foreign exchange for the purpose of meeting 
an adverse balance of payments not arising from the 
acquisition of gold, the accumulation of foreign balances, 
or other capital transactions. 

(/) Either country may, at its option, increase 
the amotf&t it repurchases annually. But, in the case of 
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the country selling abnormal war balances to "the Fund, 
not more than 2 percent per annum of the original sum 
taken over by the Fund shall become free, and only after 
3 years shall have elapsed since the sale of the balances to 
the Fund. 

(gr) The Fund has the privilege of disposing of any 
of its holdings of abnormal war balances as free funds 
after the 23 years period is passed, or sooner under the 
following conditions : 

() its holdings of the free funds of the country in 
which the balances are held fall below 15 percent of its 
quota; or 

(n) the approval is obtained of the country in 
which the balances are held. 

(h) The country in which the abnormal war bala- 
nces are held agrees not to impose any restrictions on 
the use of the instalments of the 40 percent portion 
gradually repurchased by the country which sold the 
balances to the Fund. 

(i) The Fund agrees not to sell the abnormal war 
balances acquired under the above authority except with 
the permission or at the request of the country in which 
the balances are being held. 

The Fund may invest these balances in ordinary or 
special Government Securities of that country. The Fund 
shall be free to sell such securities in any country provided 
that the approval of the issuing Government is first 
obtained. 

(j) The Fund shall determine from time to time 
what shall be the maximum proportion of the abnormal 
war balances it will purchase under this provision. Abnor- 
mal war balances acquired under this provision shall not 
be included in computing the amount of foreign exchange 
available to member countries under their quotas. 

10. To buy and sell currencies of 
countries, but shall not be authorized to 
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the approval of four-fifths of the member votes. 

11. To borrow the currency of any member country 
provided four-fifths of the member votes approve the 
terms of such borrowing. 

12. To sell member-country obligations owned by 
the Fund provided that the Board representative of the 
country in which the securities are to be sold approves. 

To use its holdings to obtain rediscounts or advances 
from the central bank of any country whose currency the 
Fund requires. 

13. To invest any of its currency holdings in 
Government securities and prime commercial paper of the 
country of that currency provided four-fifths of the 
member votes approve, and provided further that the 
Board representative of the country in which the invest, 
ment is to be made approves. 

14. To lend to any member country its local 
currency from the Fund for one year or less up to 75 
percent of the currency of that country held by the Fund, 
provided such loan is approved by four-fifths of the 

member votes. 

15. To levy upon member countries a pro rata share 
of the expenses of operating the Fund, payable, in local 
currency, not to exceed 1/10 percent per annum of the 
quota of each country. The levy may be made only to 
the extent that the earnings of the Fund are inadequate 
to meet its current expenses, and only with the approval 

of four-fifths of the member votes. 

The Fund shall make a service charge of 1/4 percent 
or more on all exchange and gold transactions, 

16. The Fund shall deal only with or through : 

(a) The treasuries, stabilization funds, or fiscal 
agents of member Governments ; 



xvii 

(6) The ventral banks, only with the consent of 
the member of the Board representing the country in 
question ; and 

(c) Any international banks owned predominantly 
by member Governments. The Fund may, nevertheless, 
with the approval of the member of the Board representing 
the Government of the country concerned, sell its owu 
securities, or securities it holds, directly to the public or 
to institutions of member countries. 

IV. Monetary Unit of the Fund 

1. The monetary unit of the Fund shall be the 
"Unitas" ("UN") consisting of 137 1/7 grains of fine gold 
(equivalent to 10 dollars U. S.). The accounts of the 
Fund shall be kept and published in terms of Unitas. 

2. The value of the currency of each member 
country shall be fixed by the Fund in terms of gold or 
Unitas, and may not be altered by any member country 
without the approval of four-fifths of the member votes. 

3. Deposits in terms of Unitas may be accepted by 
the Fund from member countries upon the delivery of 
gold to the Fund, and shall be transferable and redeemable 
in gold or in the currency of any member country at the 
rate established by the Fund. The Fund shall maintain 
t 100 percent reserve in gold against all Unitas deposits. 

4. No change in the value of the currencies of 
member countries shall be permitted to alter the value 
in geld or Unitas of the assets of the fund. Thus if the 
Fund approves a reduction in the value of the currency 
of a member country ( in terms of gold or Unitas) or if, 
in the opinion of the Board, the currency of a member 
country has depreciated to a significant extent, that 
country must deliver to the Fund when requested an 
amount of its local currency equal to the decreased value 
of that currency held by the Fund. Likewise, if the 
currency of a particular country should appreciate, the 
Fund must return to that country an amount ( in the 
currency of that country) equal to the resulting increase 
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in the gold or Unttas value of the Fund's holdings. Thd 
same provisions shall also apply to the Government 
securities of member countries held by the Fund. How- 
ever this provision shall not apply to currencies aoquired 
under III-9 ( abnormal war balances }. 

V* Management 

1- The administration of the Fund shall be vested 
in a Board of Directors. Each Government shall appoint 
a director and an alternate, in a manner determined by it, 
who shall serve for a period of three years subject to the 
pleasure of their Government. Directors and alternates 
may be reappointed, 

In all voting by the Board, the director or alternate 
of each member country shall be entitled to cast an 
agreed upon number of votes. The distribution of voting 
power shall be closely related to the quotas of member 
countries, although not in precise proportion to ther 
quotas. An appropriate distribution of voting power 
would seem to be the following : Each country shall 
have 100 votes plus 1 vote for the equivalent of each 
100,000 Unitas (I million dollars) of its quota. 

Notwithstanding the approved formula for distribu- 
ing voting power, no country shall be entitled to cast 
more than one-fourth of the aggregate votes regardless 
of its quota. All decisions, except where specifically 
provided otherwise, shall be made by a majority of the- 
member votes. 

2. The Board of Directors shall select a Managing 
Director of the Fund and one or more assistants. Ther 
Managing Director shall become an ex-officio member of 
of the Board and shall be chief of the operating staff of 
the Fund. The Managing Director and the assistants- 
shall hold office for two years, shall be eligible for re-elec- 
tion, and may be removed for cause at any time by the* 
Board. 

The Managing Director of the Fund shall select the 
operating staff in accordance with regulations established! 
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by the Board of Directors. Members of the staff may 
be made available upon request of member countries 
for consultation in connection with international econ- 
omic problems and policies. 

3. The Board of Directors shall appoint from 
among its members an Executive Committee to consist 
of not less than eleven members. The Chairman of the 
Board shall be Chairman of the Executive Committee, and 
the Managing Director of the Fund shall be an ex~offici* 
member of the Executive Committee. The Executive 
Committee shall be continuously available at the head 
office of the Fund and shall exercise the authority delega- 
ted to it by the Board. In the absence of any member of 
the Executive Committee, his alternate shall act in hig 
place. Members of the Executive Committee shall receive 
appropriate remuneration. 

4. The Board of Directors may appoint such other 
committees as it finds necessary for the work of the 
Fund. It may also appoint advisory, committees chosen 
wholly or partially from persons not employed by the 
Fund, 

5. The Board of Directors may at any meeting, by 
four-fifths vote, authorize any officers or committees of 
the Fund to exercise any specified powers of the Board. 
The Board may not delegate, except to the executive 
Committee, any authority which can be exercised only 
by a four-fifths vote. 

Delegated powers shall be exercised only until the 
next meeting of the Board, and in a manner consistent 
with the general policies and practices of the Board. 

6. The Board of Directors may establish proced- 
ural regulations governing the operations of the Fund. 
The officers and committees of the Fund shall be bound 
by such regulations. 

7. The Board of Directors shall hold an annual 
meeting and such other meetings as it may be desirable 
to o6nvene On request of member countries casting 
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one-fourth of the votes, the chairman shall call a meeting 
of the Board for the purpose of considering any matters 
placed before it. 

8. A country failing to meet its obligations to the 
Fund may be suspended provided a majority of the 
member votes so decide. While under suspension, the 
country shall be denied the privileges of membership 
but shall be subject to the same obligations as any other 
member of the Fund. At the end of two years the country 
shall be automatically dropped from membership unless 
it has been restored to good standing by a majority of 
the member votes. 

Any country may withdraw from the Fund by 
giving notice, and its withdrawal will take effect two 
years from the date of such notice. During the interval 
between notice of withdrawal and the taking effect of 
the notice, such country shall be subject to the same 
obligations as any other member of the Fund. A country 
which is dropped or which withdraws from membership 
shall have returned to it an amount in its own currency 
equal to its contributed quota, plus other obligation of 
the Fund to the country and minus any sum owed by that 
country to the Fund. 

Any losses of the Fund may be deducted pro rota 
from the contributed quota to be returned to the country 
that has been dropped or has withdrawn from member- 
ship. The Fund shall have five years in which to 
liquidate its obligation to such a country. When any 
country is dropped or withdraws from the Fund, the 
rights of the Fund shall be fully safeguarded. 

9. Net profits earned by the Fund shall be 
distributed in the following manner * 

(a) 50 percent to reserves until the reserves are 
equal to 10 percent of their aggregate quotas of the 
Fund. 

(6) 50 percent to be divided each year among the 
members in proportion to their quotas. Dividend* 
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distributed to each country shall be paid in its own 
currency or in Unitas at the discretion of the Fund. 

VI Policies of Member Countries 

Each member country of the Fund undertakes 
the following : 

1. To maintain by appropriate action exchange 
rates established by the Fund on the currencies of other 
countries, and to alter exchange rates except, with the 
consent of the Fund and only to the extent and in the 
direction approved by the Fund. Exchange rates of 
member countries may be permitted to fluctuate within 
a specified range fixed by the Fund. 

2. To abandon, as soon as the member country 
decides that conditions permit, all restrictions and controls 
cover foreign exchange transactions (other than, those 
involving capital transfers) with other member countries, 
and not to impose any additional restrictions without 
the approval of the Fund. The Fund may make repre- 
sentations to member countries that conditions are 
favourable for the abandonment of restrictions and controls 
over foieign exchange transactions, and each member 
country shall give consideration to such representations. 

3. To co-operate effectively with other member 
countries when such countries, with the approval of the 
Fund, adopt or continue controls for the purpose of 
regulating international movements of capital. Co- opera- 
tion shall include, upon recommendation by the Fund, 
measures that can appropriately be taken : 

(a) Not to accept or permit acquisition of deposits, 
securities, or investments by nationals of any member 
country imposing retrictions on the export of capital 
except with the permission of the Government of that 
country and the Fund; 

(ft) To make available to the Fund or the Govern- 
ment of any member country full information on all 
property in the form of deposits, securities and invest- 
ments of the nationals of that member country ; and 
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(e) Such other measures as the Fund shall recom- 
mend. 

4. Not to enter upon any new bilateral foreign 
exchange clearing arrangements, nor engage in multiple 
currency pnctnes, except with the approval of the 
Fund. 

5. To give consideration to the views of the Fund 
on any existing or proposed monetary or economic policy, 
the effect of which would be to bring about sooner or later 
a serious disequilibrium in the balance of payments of 
other countries. 

6 To furnish the Fund with all information it 
needs for its operations and to furnish such reports as 
it may require in the form and at the times requested 
by the Fund. 

7. To adopt appropriate legislation or decrees to 
carry out its undertakings to the Fund and to facilitate 
the activities of the Fund. 



APPENDIX III. 
THE CANADIAN PLAN 

DRAFT PROPOSALS FOR AN INTERNATIONAL 
EXCHANGE UNION 

I. Purposes of the Union 

1. To provide for stability of exchange rates and to 
provide an orderly method for their determination, 

2. To provide a convenient clearing mechanism to 
settle balances in international payments. 

3. To provide to all countries access to foreign 
exchange resources in order to reduce the danger that 
economic and commercial policies in the period imme- 
diately after the war will be largely determined by a 
shortage of foreign exchange and to enable countries 
thereafter to be guided in their economic and commercial 
policies by long-run considerations when faced with a 
temporary reduction of foreign markets. 

4. To aid in the achievement of international 
equilibrium by measures designed to prevent excessive 
short-term borrowing through the Union or the excessive 
accumulation of uninvested foreign surpluses. 

6. To contribute to the re-establishment and 
development of a multilateral trading system and to the 
elimination of discriminatory trading and currency 
practices. 

II. Resources of the Union 

Member countries shall agree to make the follow ing 
resources available to the Union: 

1. A capital subscription to the amount of the 
quota assigned to each member country, the aggregate of 
such uotas to be $8,000 million. 
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Detailed provisions 

regarding 1 Quotas and Capital Subscription 

(a) Determination of quota* 

The quota for each member country shall be 
determined by a formula which will give due 
regard to factors such as internatinoaf trade, 
national income, and holdings of gold and 
foreign exchange convertible into gold. A 
special assessment, may be levied in any case 
where this formula would be inappropriate. 

(b) Payment of capital subscriptions 

The capital subscription of each member 
country shall be paid up in full on or before the 
date set by the Governing Board of the Union 
on which the Union's operations are to begin. 
Each member country shall pay in at least 15 
per cent of its quota in gold and the balance in 
national currency; a country may substitute 
gold for national currency in meeting its quota 
requirements. The Union may make such 
arrangements as it deems appropriate to provide 
a period of time within which countries having 
less than $300 million in gold or foreign 
exchange convertible into gold in official 
exchange reserves may pay up their gold con- 
tribution in full, the equivalent in national 
currency to be paid in the interval. Notwith- 
standing the provisions of subsequent paragra- 
phs, the Union shall sell foreign exchange to 
such member countries for the purpose of 
acquiring gold to pay their capital subscriptions. 

c) Change in quotas 

The Board may from time to time change the 
quotas of particular member countries, provid- 
ed, however, that in voting on proposals &> 
increase quotas the voting strength of each 
member shall be increased or decreased to take 
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account of the Union's net sales or purchases 
of the currency of each member country in 
accordance with the weighted voting formula 
set out in paragraph IX-3 below. No increase 
shall, however, be made in the quota of any 
country without the consent of the representa- 
tive of the country concerned. 

2. Loans to the Union, as required, in amounts not 
exceeding 60 per cent of the quota of each member 
country. 

Detailed provisions 

regarding 2 Loans to the Union 

(a) Conditions of borrowing 

The terms and conditions of loans made by 
member countries to the Union under the pro- 
visions of paragraph II. 2 shall be set out in the 
rules and regulations of the Union. The Union's 
authority to borrow domestic currency from 
member countries in amounts up to 50 per cent 
of their quotas shall be a revolving authority. 
The Union shall not exercise its right to borrow 
until it has used its available gold resources to 
acquire additional supplies of the currency in 
question. Subject to the provisions of the 
preceding sentence, the Union must exercise 
its right to borrow when its holdings of the 
currency of any member country have been 
reduced to 10 per cent of the quota of that 
member country. When the Union exercises 
its right under the provisions of paragraph II.2 
to borrow additional supplies of the currency 
of any member country it shall have the duty 
to attempt to improve its position in the 
currency concerned by acquiring the currency 
or gold from the holdings of other member 
countries for payment in their national curren- 
cies or in other foreign exchange they 
need. 
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(b) Conditions of repayment 

The Union shall have the right to repay loans 
contracted under the provisions of paragraph 
II. 2 at any time. The member country making 
the loan shall have the right to demand repay- 
ment in gold to the extent of the Union's 
gold holdings at any time and shall also have 
the right to demand repayment in its national 
currency provided that such repayment does 
not reduce the Union's holdings of that cur- 
rency below 50 per cent of the quota of the 
member country. Member countries shall 
agree to give 30 days 9 notice of demand for 
repayment of loans made to the Union under 
the provisions of the present article. 

III. Monetary Unit of the Union 

1. The monetary unit of the Union shall be an 
international unit of such name as may be agreed (here- 
after referred to as the Unit) and it shall consist of 1371/2 
grains of fine gold. The accounts of the Union shall be 
kept and published in terms of the Unit. 

2. The value of the Unit in terms of gold shall not 
be changed without the approval of four-fifths of member 
votes. 

3. Member countries shall agree with the -Union 
the initial values of their currencies in terms of gold or 
the Unit and except as provided in paragraph IV.2 below 
shall undertake not to alter these values without the 
approval of the Union. 

4. Deposits in terms of the Unit may be accepted 
by the Union from member countries upon the delivery of 
gold to the Union. Such Unit deposits shall be transfer- 
able to other member countries. They shall be redeem, 
able in gold and the Union shall maintain at all times a 
100 per cent reserve in gold against all Unit deposits. 

IV. Exchange Rates 

1. The Union shall fix, on the basis of exchange 
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rates initially agreed between it and each member country, 
the rates at which it will buy and sell one member's 
currency for another's and the rates in local currencies 
at which it will buy and sell gold. J he spread between 
the Union's buying and selling rates for member curren- 
cies and for gold shall not exceed 1 p-r cent. Except 
as provided in paragraph IV. 2 below, member countries 
shall agree not to change the initially agreed exchange 
rate without the approval of the Union and any country 
which alters the value of its currency without the consent 
of the Union shall be declared in default of its obligations 
and become subject to the penalties provided in paragraph 
XI.I below. 

2. Notwithstanding the provisions of paragraph 
IV. 1 above, any member country which is a net 
purchaser of foreign exchange from the Union (arising 
from other than capital account transactions) to the 
extent of at least 50 per cent of its quota and has so been 
on the average of the preceding 12 months shall be 
entitled to depreciate its exchange to the maximum 
extent of 5 per cent ; provided, however, that the 
proivisions of this paragraph shall not apply to any 
country which holds independent official reserves of gold 
and foreign currencies freely convertible into gold in 
amounts exceeding 50 per cent of its quota. No country 
shall be entitled to repeat the exchange depreciation 
provided for in this paragraph without the specific 
approval of the Union.* 

3. No change in the value of the currencies of 
member countries shall be permitted to alter the value 
of the assets of the Union in terms of gold or the Unit. 
Thus, if the Union approves a reduction in the value of 
the currency of a member country, or if a country 

*In the course of conversations in Washington the Canadian 
experts expressed the view that it might be desirable to provide for 
a somewhat grea ter permissive range of depreciation in exchange 
rates with somewhat different safeguards than those incorporated 
in paragraph IV. 2. The following is a draft of a paragraph which 
tight be substituted for paragraph IV.2 of the text : 
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depreciates its exchange under the provisions of the 
preceding paragraph, or if a significant depreciation in the 
value of the currency of a member, as determined by 
quotations on the exchange markets of other member 
countries, has in fact occurred, that country must on 
request deliver to the Union an amount of its local 
currency equal to the decrease in the value of the currency 
held by the Union. Likewise, if the currency of a 
particular country should appreciate, the Union must 
return to that country an amount in the currency of that 
country or in gold equal to the resulting increase in the 
value of the Union's holdings. 

V. Operations of the Union Provisions of Special 
Applicability to Deficit Countries 

1. The Union shall have the power to sell to the 
Treasury of any member country (or exchange fund or 
central bank acting as its agent lor the purpose) at the 
rate of exchange established by the Union, currency of 
any country which the Union holds, subject to the follow- 
ing provisions : 

(a) Without special permission, no country shall be 
a net purchaser of foreign exchange from the 
Union except for the puipose of meeting an 
adverse balance of payments on current account 

"Notwithstanding the provisions of paragraph IV,1 above, 
any member country which haa had an adverse balance of 
payments on current account during a two year period of such 
magnitude that it has utilised, to cover this deficit : 60 per oent 
of its independent gold and foreign exchange reserves and is 
in addition, a net purchaser of foreign exchange from the Union 
to the extent of 60 per cent of its quota shall be entitled to 
depreciate its exchange rate to the maximum extent of 10 per 
oent. provisions of this paragraph shall only be applicable 
once in respect of each member country unless the specific 
approval of the Union has been obtained Any member country 
intending to depreciate its exchange rate under the provisions 
of this paragraph shall inform the management of the Union m 
advance and shall afford it an oppor* unity to make such 
obeervat ions as it deems appropriate before taking such action. 
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and the Union may at any time limit the 
amounts of foreign exchange to be sold to'any 
member country which is permitting significant 
exports of capital while having an adverse 
balance of payments on current account. 
Detailed provisions 

regarding (a) Restriction of Right of Deficit 
Countries to purchase Foreign Exchange to 
amounts required to meet an Adverse Balance 
of Payments on Current account. 

(i) A country shall be regarded as a net pur- 
chaser of foreign exchange if as a result of the 
Union's purchases and sales of currencies the 
Union's holdings of its currency rise above the 
amount originally provided to the Union by 
way of capital subscription. 

(ii) The Union may require any member country 
to furnish at periodic intervals statistics of its 
balance of international payments on current 
account and on capital account and statistics of 
gold and foreign exchange holdings, public and 
private. Each such member country shall agree 
to furnish officers of the Union with detailed 
explanations of the basis on which such 
statistics are computed. If at any time the 
Governing Board has reason to believe that an 
outflow of capital from any member country is 
resulting directly or indirectly in net purchases 
of foreign exchange by that country from the 
Union, it shall have the right to request a 
control of outward capital movements as cond- 
ition of making additional sales of foreign 
exchange to such country. Without limiting 
the generality of the foregoing, the Union shall 
normally require any member country which 
has been a net purchaser of foreign exchange to 
the extent of 25 per cent of its quota to impose 
restrictions on outward capital movements if 
none exist. 
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(iii) In considering Applications from countries 
which have been net purchasers of foreign 
exchange from the Union for the special 
permission referred to in paragraph V.I (a) to 
purchase foreign exchange for purposes other 
than the meeting of an adverse balance of 
payments on curie nt account, the Governing 
Board shall give careful attention to applications 
for foreign exchange to facilitate the adjustment 
of foreign debts where this is deemed to be 
desirable from the point of view of the general 
economic situation and shall also give special 
attention to applications for foreign exchange 
by member countries not in default of their 
foregin obligations for the purpose of maintain- 
ing contractual principal payments on foreign 
debt. 

(b) In order to promote the most effective utiliza- 
tion of existing stocks of gold and foreign 
exchange no member country shall have the 
right to be a net purchaser of foreign exchange 
from the Union BO long as that country's 
holdings of gold and foreign currencies freely 
convertible into gold (including private as well 
official holdings) exceed its quota. 

Detailed provision 

regarding (b) Restriction of Bight of Countries 
holding large Independent Gold and Foreign 
Exchange Reserves to purchase Foreign 
Exchange from the Union. 

In interpreting this provision the Governing 
Board shall give special consideration to the 
position of certain Asiatic countries where gold 
has long been used as private treasure. 

(c) Tn general, the Union shall have the power to 
sell foreign exchange for domestic currency to 
member countries up to 200 per cent of the 
quota of each such member country. Net sales 
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of foreign exchange shall not exceed 50 per cent 
of the quota of each member country during 
the first year and the cumulative net sales shall 
not exceed 100 per cent, 150 per cent or 200 per 
cent during -the first two, three and four years 
of the operation of the Union* 
Detailed provision 

regarding (c) Restriction of Sales of Foreign 
Exchange to Specified Limits. 

On special vote of the Governing Board, in 
which voting strength shall be weighted to 
allow for the Union's net purchases and sales of 
each member country's currency in accordance 
with the provisions described in paragraph IX. 3 
below, the Union may purchase any currency 
in excess of these limits provided that (a) the 
country whose currency is being acquired by 
the Union agrees to adopt and carry out 
measures recommended by the Union to correct 
the disequilibrium in its balance of payments, 
or (b) it is the view of the Governing Board 
that the country's prospective balance of pay* 
ments is such as to warrant the expectation 
that the excess currency holdings of the Union 
can be disposed of in a reasonable time. 

(d) In order to promote the most effective 
utilization of existing stocks of gold and foreign 
exchange, the Union may, as a condition of 
making further sales of foreign exchange to any 
member country which would bring its net 
purchases to an amount in excess of 50 per cent 
of its quota, require such country to sell the 
Union, for domestic currency, appropriate 
amounts of any reserves it (or its residents) 
may hold of gold or foreign exchange acceptable 
to the Union. 

(e) Notwithstanding the provisions of paragraph 
(o) above, whenever a member country is 
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exhausting its quota more rapidly than is war* 
ranted in the judgment of the Governing Board, 
the Board may make such recommendations 
to that country as it thinks appropriate with 
a view to correcting the disequilibrium, and 
may place such conditions upon additional sales 
of foreign exchange to that country as it deems 
to be in the general interest of the Union. 

2. A charge of 1 per cent per annum payable in gold 
shall be levied against member countries on the amount 
of their currency held by the Union in excess of the 
quotas of such countries. 

VI. Operations of the Union Provisions of Special 
Applicability to Surplus Countries 

1. In order to promote the most effective utilization 
of the available and accumulating supply of gold and 
foreign exchange resources of member countries, each 
member country shall, on request of the Union, sell to 
the Union, for its local currency or for foreign currencies 
which it needs, all gold and foreign exchange it acquires 
in excess of the amounts held immediately after joining 
the Union. 

Detailed provision 

regarding 1 Accumulating Supplies of , Gold 

and Foreign Exchange. 

For the purpose of this provision, only free 
foreign exchange and gold are considered. Each 
member country shall agree to furnish the 
Union with periodic reports of gold and foreign 
exchange holdings, public and private. 

2. When the Union's operations have resulted in 
net sales of the currency of any member country to the 
extent of 75 per cent of the quota of that country the 
Union may, in order to increase its resources of the 
currency in question, attempt to arrange, in co-operation 
with sueh agencies at* may be established to promote 
international investment, with the member country a 



program . of foreign capital investment (or repatriation) 
and may sell foreign exchange to facilitate such capital 
movements. 

3. When the Union's holdings of the currency of a 
member country are being exhausted more rapidly than is 
warranted in the judgment of the Governing Board, the 
Board may make a report on the situation. Without 
restricting the generality of the foregoing, whenever the 
Union's operations have resulted in net sales of the 
currency of any member country to the extent of 85 per 
cent of the quota of that country, the Union has the 
authority and the duty to render to the country a report 
embodying an analysis of the causes of the depletion of 
its holdings of the currency and recommendations 
appropriate to restore the equilibrium of the international 
balances of the country concerned. Such recommendations 
may relate to monetary and fiscal policies, exchange rate, 
commercial policy and international investment. 

Detailed provision 

regarding 3 Report on Countries whose Curr- 
ency is becoming Scarce 

The Board member of the country in question 
shall be a member of the Union Committee 
appointed to draft the report. The report shall 
be sent to all member countries and, if deemed 
desirable, made public. 

4. The Union shall have the right at any time to 
enter into arrangements with any member country to 
borrow additional supplies of its currency on such terms 
and conditions as may be mutually satisfactory. 

5. The Union shall have the right at any time to 
enter into special arrangements with any member country 
for the purpose of providing an emergency supply of the 
currency of any other member country on such terms and 
conditions as may be mutually satisfactory. 

6. Whenever it becomes apparent to the Governing 
Board that the anticipated demand for any currency may 
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soon exhaust the Union's holdings, the Governing Board 
shall inform the member oountries of the probable supply 
of this currency and of a proposed method for its equitable 
distribution together with suggestions for helping to 
equate the anticipated demand and supply. 

Detailed provisions 

regarding 6 Rationing of Scarce Currencies 

(a) The provisions of paragraph VI. 6 shall come 
into force only after the Union has exercised in 
full its right under paragraph 11.2 to borrow 
additional supplies of the currency of the 
member country and after the Union has taken 
such further steps to increase its supply of this 
currency aw it has deemed appropriate and 
found possible. 

(b) The provisions of paragraph V.I (o) shall, if 
necessary, be restricted by the duty of the 
Union to assure an appropriate distribution 
among various members of any currency the 
Union's supply of which is being exhausted. 

(c) In rationing its sales of any scarce currency 
the Union shall be guided by the principle of 
satisfying the most urgent needs from the point 
of view of the general international economic 
situation. It shall also consider the special 
needs and resources of the various countries 
making the request for the scarce currency. 

(d) Member countries shall agree that restriction 
imposed by other member countries on the 
importation of goods from a country whose 
currency is being rationed by the Union shall, 
for the duration of such rationing, not be 
regarded as constituting an infraction of the 
most -favoured nation obligations of commercial 
treaties except in the case of countries holding 
official reserves of gold and the currencies of 



member countries in amounts exceeding 50 per 
cent of their quotas.* 

7, Whenever the Governing Board has, under the 
provisions of the preceding paragraph, steps to ration 
the Union's supply of the currency of any member coun- 
try, it may require the remaining member countries to 
prevent the sale by their residents of each other's 
currencies, including bills of exchange, in the country 
whose currency is being rationed and to prevent the 
purchase by their residents of the rationed currency 
through the exchange markets, of non- member countries. 
In addition, whenever the Board has taken steps to ration 
the Union's supply of the currency of any member coun- 
try, it shall have the duty to re-examine the prevailing 
exchange rates and to recommend such changes as it 
may regard as appropriate to the changed circum- 
stances. 

VII. Powers of the Union General 

1. The Union shall have the powers to take such 
actions as are required to carry out the operation enu- 
merated in the preceding paragraphs. For greater cla- 
rity, the Union shall have the power to buy soil and hold 
gold, currencies and government securities of member 
countries ; to accept deposits and to earmark gold ; to 
issue its own obligations and t o discount or offer them 
for sale in member countries ; arid to act as a clearing 
house for the settling of international movements of 
funds and gold. 

Detailed provision 

regarding I General Powers of the Union 

Member countries agree that all of the 
Union's local currency holdings shall be free 
from any restrictions as to their use for pay- 
ments within the country concerned. 

*This proposal will clear Jy have to be reviewed in the light 
of such general arrangements as may be made regarding interne 
tional commercial policy and co-ordinated with those arrange- 
ments. 
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2. When the Union's holdings of the local currency 
of a member country exceed the quota of that country 
the Union shall have the power to resell to the member 
country, upon its request, the Union's excess holdings of 
its currency for gold or acceptable foreign exchange. 

3. The Union shall have the power to invest any of 
its currency holdings in government securities of the 
country of that currency, provided that the Board re- 
presentative of the country concerned approves. 

4. The Union shall have the power to buy and sell 
currencies of non-member countries, but shall not nor- 
mally hold the currencies of non.rnember countries 
beyond 60 days after the date of purchase. 

6. The Union shall have the power to levy upon 
member countries a prorata share of the expenses of 
operating the Union, such levy to be made, however, 
only to the extent that the earnings of the Union are 
inadequate to meet its current expenses. 

6. The Union shall make a service charge of one- 
quarter per cent on all gold transactions. 

7 In conducting its own operations the Union shall 
have the power to deal oii*y \vilh or through (a) the 
Treasuries, exchange funds or fiscal agents of governments 
(b) central banks, with, the consent of the member" of the 
Board representing the country in question, and (c) any 
international banks owned predominantly by member 
countries. The Union may, nevertheless, with the 
approval of the memb3r of the Board representing the 
country concerned, sell its own securities directly to the 
public or to institutions of member countries. 

8. The Union shall have the power and the duty to 
co-operate with such other institutions of an international 
character as may exist or be established to deal with 
matters of international concern, including but not 
restricted to international investment and commercial 
policy. 
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VIII. Abnormal Wartime Balances 

During the first two years of operation the Union 
shall have the right to purchase abnormal wartime bal- 
ances held by member countries in other member countr- 
ies for the national currency of the country selling such 
balances or for foreign exchange needed bo meet current 
account deficits in such country's balance of international 
payments, in amounts not exceeding in the aggregate 5 
per cent of the quotas of all member countries At the 
end of two yars of operation the Governing Board shall 
propose a plan for the gradual further liquidation, in 
whole or in part, through the Union, of abnormal wartime 
balances lying to the credit of member countries in other 
member countries and other financial indebtedness of a 
similar character. If the Governing Board feels unable 
to recommend that the Union's resources be used for this 
purpose it shall have the duty to propose some other 
method by which the problem can be considered. 

IX. Voting Power 

1. Each member country shall have 100 votes plus 
one vote tor the equivalent of each 100,000 Units of its 
quota. 

2. All decisions, except where specifically provided 
otherwise, shall bo made by majority of the member 
votes. 

3. Notwithstanding the provisions of paragraph I 
above, in any vote on a proposal to increase the quota 
of any member country, member countries shall acquire 
one additional vote for 100,000 Units of its contribution 
to the resources of the Fund (by way of original capital 
subscription or by way of loans made under the provi- 
sions of paragraph II. 2) which has been utilized, net, on 
the average of the preceding year by the Union for sale 
to other member countries; and member countries shall 
lose one vote for each 100,000 Units of their net utiliza- 
tion of the resources of the Union on the average of the 
preceding year. 
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X. Management 

1. The administration of the Union shall be vested 
in a Governing Board. Each government shall appoint a 
representative and an alternate who shall serve on the 
Board for a period of three years subject to the pleasure 
of their government. Representatives and alternates may 
be re-appointed. 

2. The Governing Board shall select a Governor of 
the Union and one or more assistants. The Governor 
shall become an ex officio member of the Board and shall 
be chief of the operating staff of the Board. The Gover- 
nor and his assistants shall hold office for five years and 
shall be eligible for re-election and may be removed for 
cause at any time by the Board. 

3. The Governor of the Union shall select the 
operating staff in accordance with regulations established 
by the Governing Board. Members of the staff may be 
made available upon request of member countries or of 
other institutions of an international character for con- 
sultation in connection with economic problems and 
policies. 

4. The Governing Board shall appoint from among 
its members an Executive Committee to consist of not 
fewer than eleven members. The Chairman of the Board 
shall be the Chairman of the Executive Committee. 
Meetings of the Executive Committee shall be held at 
least once every two months and more frequently if the 
Executive Committee shall so decide. 

5. The Governing Board shall hold an annual meet- 
ing and such other meetings as it may be desirable to 
convene. On request of member countries casting one- 
fourth of the votes the Chairman shall call a meeting of 
the Board for the purpose of considering any matters 
placed before it. 

6. Net profits earned by the Union shall be distri- 
buted in the following manner: 
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(a) 50 per cent to reserves until the reserves ftre 

equal to 10 per cent of the aggregate quotas of 
the Union; 

(b) 60 per cent to be divided each year among the 

members in proportion to their quotas. 

XL Withdrawal and Expulsion from the Union 

I. A country failing to meet its obligations to the 
Union may be suspended provided a majority of the 
member votes so decides. While under suspension the 
country shall be denied the privileges of membership but 
shall be subject to the same obligations as any other 
member of the Union. At the end of one year the country 
shall be automatically dropped from membership unless 
it has restored to good standing by a majority of the 
member votes. 

2. Any country which has been a net purchaser of 
foreign exchange from the Union may withdraw from the 
Union by giving notice and its withdrawal shall take 
effect one year from the date of such notice. During the 
interval between notice of withdrawal and the taking 
effect of the notice such country shall be subject to the 
same obligations as any other member of the Union. 

3. Any country which has not been a net purchaser 
of foreign exchange from the Union may withdraw from 
the Union by giving notice. During the interval between 
notice of withdrawal and the taking effect of notice such 
country shall be subject to the same obligations as any 
other member of the Union; except, however, that a 
country which has given notice of withdrawal shall be 
required to make loans to the Union under the provisions 
of paragraph II.2 above. 

4. A country which is dropped or which withdraws 
from membership shall have returned to it an amount in 
its own currency equal to its contributed quota plus other 
obligations of the Union to the country and minus any 
rams owed by that country to the Union. 1 he Union 
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shall have 5 years in which to liquidate its obligation to 
such country. 

XDL Policies of Member Countries 

In addition to the obligations assumed under the 
preceding paragraphs, each member country shall under- 
take the following: 

1. To maintain by appropriate action the exchange 
rates initially agreed with the Union on the currencies of 
other countries and not to alter exchange rates except 
under the provisions of paragraph IV. 2 above, or with 
the consent of the Union and only to the extent and in 
the direction approved to fluctuate within a range not 
exceeding the spread fixed by the Union itself for its own 
purchases and sales of foreign exchange. 

2. To abandon, as soon as the member country 
decides that conditions permit, all restrictions on foreign 
exchange transactions, other than those required effective* 
ly to control capital movements, with other member 
countries; and not to impose any additional restrictions, 
except for the purpose of cont roiling capital movements, 
without the approval of the Union. 

Detailed provision 

regarding 2 Abandonment of Exchange Control 
other than on Capital Movements 

The Union may make representations to member 
countries that conditions are favourable for the 
abandonment or relaxation of foreign exchange 
restrictions other than those required effectively 
to control capital movements and each member 
country shall agree to give consideration to 
such representations. 

3. To co-operate effectively with other member 
countries when such countries, with the approval of the 
Union, adopt or continue 'controls for the purpose of re- 
gulating international movements of capital. 

Detailed provisions 
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regarding 3 Co-operation in Enforcing Appro* 
ved Exchange Controls on Capita] Movements 

Co-operation shall include, upon recommendation by 
the Union, measures that oan appropriately be taken 

(a) not to accept or permit acquisitions of depo- 

sits, securities or investments by residents 
of any member country imposing restrictions 
on the export of capital except with the per- 
mission of the government of that country 
and the Union ; 

(b) to make available to the Union or to the 

government of any member country full in- 
formation on all property in the form of 
deport Is, socMi'j'tlos and invesments of the 
residents of that country ; and 

(c) such other measures as the Union may re* 

commend. 

4. Not to enter into any new bilateral foreign ex- 
change clearing arrangements nor engage in multiple 
currency practices except with the approval of the 
Union. 

6. To give careful consideration to the views of the 
Union on existing or proposed monetary or economy 
policy the effect of which would be to cause a serious 
disequlibrium in the balance of payments of the country 
adopting such policy or of other countries. 

6. To furnish the Union with all information it needs 
for its operations and to furnish such reports as it may 
require in the forms and at the times requested by the 
Union. 

7. To adopt appropriate legislation or decrees to 
carry out its undertakings to the Union and to facilitate 
the aotivitiea of the Union. 



APPENDIX IV. 

THE REVISED AMERICAN 
PLAN 

(from The New York Times, Friday August 20, 1943) 

Following is the text of the Treasury Department's 
summary of its revised proposal for an international 
Stabilization Fund: 

1 Purpose of the Fund 

The United Nations and the countries associated 
with them recognize, as declared in the Atlantic Charter 
the need for the fullest cooperation among nations with 
the object of securing economic advancement and rising 
standards of living for all. They believe that attainment 
of these objectives will be fa cilia ted by international 
monetary cooperation. Therefore it is proposed that 
there be established an international stabilization fund 
with the following purposes: 

1. To help to stabilize the foreign exchange rates 
of the currencies of member countries. 

2. To reduce the use of such foreign exchange 
restrictions and discriminatory foreign exchange practices 
as hamper world trade. 

3. To help to create conditions under which the 
smooth flow of foreign trade and of productive capital 
will be fostered. 

EL Composition of the Fund 

The fund shall amount to at least 5 billion dollars 
contributed on the basis of quotas determined by an 
appropriate formula. The quota of a country cannot be 
increased without its consent. 

2. Each country shall pay in gold 50 per oent of 
its quota and the remainder in local currency. A country 



with inadequate gold holdings may have its gold contri- 
bution reduced and a country may substitute aome 
government securities (redeemable at par) for local cur- 
rency. 

3. The resources of the fund shall be used exclu- 
sively for the benefit of the member countries. 
III. Monetary Unit of the Fund 

1. The monetary unit of the fund shall be the unitas, 
equal in value to 137- grains of fine gold value of the 
unitas shall be made except with the approval of 85 per 
cent of the member votes. 

2. The accounts of the fund shall be kept and pub- 
lished in terms of unitas. No change in exchange rates 
shall be permitted to alter the value of the assets of the 
fund. 

IV Exchange Rates 

1. Initial rates of Exc flange for member currencies 
shall be based upon their value in dollars on July 1, 1943. 
If such a rate is clearly inappropriate , the initial rate 
shall be determined by consultation between the country 
and the fund. 

2 When essential to the correction of fundamental 
disequilibrium, exchange rates may be changed only with 
the approval of three-fourths of the member voles includ- 
ing the countries concerned. Because of the extreme 
uncertainties of the immediate post-war period, such pro- 
vision is made for adjusting exchange rates during the 
first three years. 

V. Powers and Operations 

1. The fund may sell to any member country 
foreign exchange required to meet an adverse balance of 
payments predominantly on onrrent account. One- half 
of such exchange shall be paid for with gold or acceptable 
foreign exchange. 

2. The fund's total holdings of the currency of any 
member country shall not exceed its quota by more than 



100 per cent, except with the specific approval of the 
board of directors, and provided satisfactory measures are 
being taken to oorreot the disequilibrium. * 

3. When a member country is preventing or unduly 
delaying a sound balance in its international accounts, the 
fund may place conditions upon additional sales of foreign 
exchange to that country. The fund may also require 
the country to deposit gold or other suitable collateral. 

4. When the fund's holdings of the currency of a 
member country become excessively small, the fund shall 
render a report to that country. The fund shall also 
inform member countries of the probable supply of the 
currency and of a proposed method for its equitable 
distribution. 

5. Each member country agrees that it will offer 
to sell to the fund, for its local currency or for foreign 
exchange which it needs, one-half of the gold and foreign 
exchange it acquires in excess of its official holdings at 
the time it became a member of the fund. 

6 During the firat two years the fund may get 
from the governments of member countries blocked bal- 
ances held in other member countries, not exceeding in 
the aggregate 10 per cent of the quotas. At the end of 
two years the fund shall propose a plan for the gradual 
further liquidation of blocked balances. 

7. The fund may levy a charge on the amount of 
currency held by the fund in excess of the quota of a 
xsountry. If the fund finds it necessary to borrow curr- 
ency to meet the demands of members, an additional 
charge shall be made sufficient to cover the costs of 
borrowing. 

8. The fund shall deal only with member govern- 
ments and their fiscal agents and not intrude in the 
customary channels for conducting international commerce 
and finance. 

VI. Management 

1. The administration of the fund shall be vested 
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in a board of directors consisting of one director and 
alternative appointed by each member government. The 
board shall appoint an executive committee of not less 
than eleven of its members. 

2. Each country shall have 100 votes plus one 
vote for each Million dollars of quota. No country shall 
ca<> more than one-fifth of the aggregate basic votes. 

3. In voting on the sale of foreign exchange, the 
votes of creditor countries shall be increased and those 
of debtor countries decreased. In voting on proposals 
to suspend or restore members, each country shall cast 
one vote. 

4. Any country may withdraw from the fund by 
giving notice of one year. A country failing to meet its 
obligations to the fund may be suspended by a majority 
of the member countries. 

VII. Policies of member countries 

Each member country of the fund undertakes: 

1. To maintain by appropriate action exchange 
rates established by the fund and not to alter exchange 
rates except as provided above. 

2. To abandon restrictions (except on capital 
transfers) over foreign exchange transactions with other 
member countries, and not to impose additional restric- 
tions without the approval of the fund. 

3. Not to enter upon any new bilateral clearing 
arrangements or engage in multiple currency practices 
which retard the growth of world trade or the interna- 
tional flow of productive capital. 

4* To give consideration to the views of the fund 
on any monetary or economic policy, the effect of 
which would be to bring about a serious disequilibrium 
in the balance of payments of other countries. 



APPENDIX V, 

THE ANGLO AMERICAN 
JOINT PLAN. 

JO [XT STATEMENT BY EXPERTS ON THE 

ESTABLISHMENT OF AN INTERNATIONAL 

MONETARY FUND. 

Sufficient discussion of the problems of international 
monetary co-operation his taken pi dice at the technical 
level to justify a statement of principles. It is the con- 
sensus of opinion of tho experts of the United and Asso- 
ciated Nations who have participated in those discussions 
that th<* rnost practical method of assuring international 
monetary co-operation is through the establishment of an 
International Monetary Fund The principles son forth 
below are designed to constitute the basis of this Fund. 
Governments are not asked to give final approval to these 
principles until they have. b j en embodied in the form of 
definite proposals by the delegates of tho United and 
Associated Nations meeting in a formal conference. 

I Purposes and policies of the International Mone- 
tary Fund. 

The l?und will be guided in all decisions .by tho pur- 
poses and policies sot forth below 

(1) To promote international monetary co-operation 
through a permanent institution which provide machinery 
for consultation on international monetary problems. 

(2) To facilitate the expansion and balanced growth of 
international trade and to contribute in this way to the 
maintenance of a high level of employment and of real 
income, which must he a primary object of economic 
policy. 

(3) To give confidence to member countries by in iking 
>he resources of the Fund available to them under ade- 
quate safeguards thus giving members the time to correct 



maladjustments in their balance of payments without 
resorting to measures destructive to national or interna- 
tional prosperity. 

(4) To promote exchange stability, to maintain orderly 
exchange arrangements among member countries and to 
avoid competitive exchange depreciation. 

({>) To assist the establishment of multilateral pay- 
ment facilities on current transactions among member 
countries and the elimination of foreign exchange restric- 
tions which hamper the growth of world trade. 

(6) To shorten the periods and lessen the degree of 
disequilibrium in the international balance of payments 
of member countries. 

IT Subscription to the Fund. 

(1) Member countries shall subscribe in gold and in 
their local funds amounts (quotas) to be agreed, which 
will amount altogether to about $8 billion if all the'Umted 
Nations and the Associated Nations subscribe to the Fund 
(corresponding to about $10 billion for the world as a 
whole.) 

(2) Quotas may be revised from time to time but 
changes shall require four fifths vote and no member's 
quota shall be changed without its assent. 

(3) The obligatory gold subscription of a member 
country shall be fixed at 25 per cent, of its subscription 
(quota) or 10 per cent, of its holdings of gold and gold- 
convertible exchange, whichever is the smaller. 

Ill Transaction with the Fund. 

x (l) Member countries shall deal with the Fund only 
through their Treasury, Central Bank, Stabilisation Fund, 
or other fiscal agencies. The Fund's account in a mem* 
ber's currency shall be kept at the Central Bank of the 
member country. 

(2) A member shall be entitled to buy another mem- 
ber's currency from the Fund in exchange for its own 
currency on the following conditions 
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a) the member represents that the currency de- 
manded is presently needed for making pay- 
ments in that currency which are consistent 
with the purposes of the Fund; 

(b) the Fund has not, given notice that its holdings of 

the currency demanded have become scarce, in 
which case the provisions of VI below come into 
force; 

(c) the fund's total holdings of the currency offered 

(after having been restored, if below that figure, 
to 75 per cent, of the member's quota) have not 
increased by more than 25 per cent, of the 
member's quota during the previous twelve 
months, and do not exceed 200 per cent, of the 
quota. 

(d) the Fund has not previously given appropriate 

n ytice that the member is suspended from mak- 
ing further use of the Fund's resources on the 
ground that it is using them in a manner contr- 
ary to the pu '-poses and policies of the Fund, 
but the Fund shall not give such notice until it 
has presented to the member concerned a report 
setting forth its views and has allowed suitable 
time for a reply. 

The Fund may in its discretion and on terms which 
safeguard its interests waive any of the conditions above. 

(3) Operations on the Fund's account will be limited 
to transactions for the purpose of supplying a member 
country, on the member's initiative, with another members' 
currency in exchange for its own currency or for gold. 
Transactions provided for under (4) and (7) below are not 
subject to this limitation. 

(4) The Fund will be entitled at its option, with a view 
to preventing a particular member's currency from becom- 
ing scarce 

(a) to borrow its currency from a member country; 
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(b) to offer gold to a member country in exchange 
for its currency. 

(5) So long as a member country is entitled to buy 
another member's currency from the Fund in exchange 
for its own currency, it shall be prepared to buy its own 
currency from that member with that member's currency 
or with gold. The requirement does not apply to currency 
subject to restrictions in conformity with IX (3) below 
or to holdings of currency which have accumulated as a 
result of transactions of a current account nature effected 
before the removal by the member country of restrictions 
on multilateral clearing maintained or imposed under X 
(2) below. 

(6) A member country desiring to obtain, directly or 
indirectly, the currency of another member country for 
gold is expected, provided it can do so with equal ad- 
vantage, to acquire the currency hy the sale of gold to 
the Fund. This shall not preclude the sale of newly 
mined gold by a gold producing country on any market. 

(7) The Fund may also acquire gold from member 
countries in accordance with the following provisions; 

(a A member country may repurchase from the 
Fund for gold any part of the latter's holdings 
of its currency. 

(b) So long as a member's holdings of gold and gold- 

convertible exchange exceed its quota the Fund 
in selling foreign exchange to that country 
shall require that one-half of the net sales of 
such exchange during the Fund's financial year 
be paid for with gold. 

(c) If at the end of the Fund's financial year a mem- 

ber's holdings of gold and gold-convertible 
exchange have increased, the Fund may require 
up to one-half of the increase to be used to 
repurchase part of the Fund's holdings of its 
currency, so long as this does not reduce the 
Fund's holdings of a member's currency below 
75 per cent, of its quota, or the member's hold- 
ings of gold and gold-convertible exchange 
below its quota. 



IV Par Values of Member Currencies 

(1) The par value of a member's currency shall be 
agreed with the Fund when it/ is admitted to membership, 
and shall be expressed in terms of gold. All transaction 
between the Fund and members shall be at par, subject 
to a fixed charge payable by the member making applica- 
tion to the Fund, and all transaction* in member curr- 
encies shall be at rates within an agreed percentage of 
parity. 

(2) Subject to (o) below, no change in the par value 
of a member's currency shall bo made by the Fund with- 
out the country's approval. Member countries agree not 
to propose a change of the parity of their currencies unless 
they consider it appropriate to correct a fundamental 
disequilibrium. Changes shall bo made only with the 
approval of the Fund, subject to the provision*; below. 

(3) The Fund shall approve a requested change in th 
par value of a member's currency, if it is essential t 
correct a fundamental disequilibrium in particular, th e 
Fund shall not reject a requested change, necessary to 
restore equilibrium, because of the domestic, .social or 
political policies of the coir try applying for a change. In 
considering a requested change, the Fund shall take into 
consideration the extreme uncertainties prevailing at the 
time the parities of currencies of member countries were 
initially agreed upon. 

(4) After consulting the Fund, a member country may 
change the established parity of its currency, provided 
the proposed change inclusive of any previous change 
since the establishment of the fund, does not exceed 10 
per cent. In the case of application for a further change, 
not covered by the above and not exceeding 10 per cent, 
the Fund shall give its decision within tym days of receiv- 
ing the application, if the applicant eo requests. 

(5) An agreed uniform change may be made in the 
d value of member currencies provided every member 
Country having 10 per cent or more of the agreement 
quotas approves. 
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V Capital Transactions 

(1) A member country may not use the Fund's resour- 
ces to meet a large or sustained outflow of capital, and 
the Fund may require a member country to exercise 
control to prevent such use of the resources of the Fund. 
This provision is not intended to prevent the use of the 
Fund's resources for capital transactions of reasonable 
amount required for the expansion of exports or in the 
ordinary course of trade, banking and other business. Nor 
is it intended to prevent capital movements which are 
met out of a member country's own resources of gold and 
foreign exchange, provided such capital movements are in 
accordance with the purposes of the Fund. 

(2) Subject to VI below, a member country may not 
use its control of capital movements to restrict payments 
for current transactions or to delay unduly the transfer of 
funds in settlement of commitments. 

VI Apportionment of Scarce Currencies 

(1) When it becomes evident to the Fund that the 
demand for a member country's currency may soon 
exhaust the Fund's holdings of that currency, the Fund 
shall so inform member countries and propose an equit- 
able method of apportioning the scarce currency. When a 
currency is thus declared scarce, the Fund shall issue a 
report embodying the causes of the scarcity and containing 
recommendations designed to bring it to an end. 

(2) A decision by the Fund to apportion a scarce 
currency shall operate as an authorisation to a member 
country, after consultation with the Fund, temporarily 
to restrict the freedom of exchange operations in the 
affected currency, and in determining the manner of res. 
tricting the demand and rationing the Ifmited supply 
among ite nationals the member country shall have 
complete jurisdiction. 

VII Management 

(1) The Fund shall be governed by a Board on which 
each member will be represented and by an Executive 
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Committee. The Executive Committee shall consist of at 
least nine members including representatives of the five 
countries with the largest quotas. 

(2) The distribution of voting power on the Board of 
Directors and Executive Committee shall be closely 
related to quotas. 

(3) Subject to II (2) and IV (6) all matters shall bt 
settled by majority of votes. 

(4) The Fund shall publish at short intervals a state 
ment of its position showing the extent of its holdings of 
member currencies and gold and its transactions in gold. 

VIII -Withdrawal 

(1) A member country may withdraw from the Fund 
by giving notice in writing. 

(2) The reciprocal obligations of the Fund and th<* 
country are to be liquidated within a reasonable time. 

(3) After a member country has given notice iu 
writing of its withdrawal from the Fund the Fond may 
not dispose of its holdings of the country's currency 
except in accordance with the anangements made undi 
(2) above. After a country has given notice of withdra- 
wal, its use of the resources of the Fund is subject to the 
approval of tlio Fund. 

IX Obligations of Member Countries 

(1) Not to buy gold at a price which exceeds the 
agreed parity of its currency by more than a prescribed 
margin and not to sell gold at a price which falls below 
the agreed parity by more than a prescribed margin. 

(2) Not to allow exchange transactions in its markets 
in the currencies of other members at rates outride * 
prescribed range based on the agreed parities. 

(3) Not to impose restrictions on payments for current 
international transactions with other member countries 
(other than those involving capital transfers or in accor- 
dance with VI above) or to engage in any discriminatory 
currency arrangements or multiple currency practice* 
without the approval of the Fund. 
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X Transitional Arrangements 

(1) Since the Fund is not intended to provide facili- 
ties for relief or reconstruction or to deal with inter- 
national indebtedness arising out of the war, the agree- 
ment of a member country to III (5) and IX (3) above 
shall not become operative until it is satisfied as to the 
arrangements at its disposal to facilitate the settlements 
of balance of payments differences during the early post- 
war transition period by means which will not unduly 
encumber itn facilities with the Fund. 

(2) During this transition period member countries 
nmy maintain and adapt to changing circumstances 
exchange regulations of the character which have been in 
operation during the war, but they shall undertake to 
withdraw , as soon as possible, by progressive stages any 
restrictions which impede multilateral clearing on current 
account. In their exchange policy they shall pay con- 
tirmous regard to the principles and objectives of the 
Fund; and they shall take all possible measures to 
develop commercial and financial relations with other 
itiomber countries which will facilitate international pay- 
ments and the maintenance of exchange stability. 

(3) The Fund may make representations to any 
member that conditions are favourable to the withdrawal 
of particular restrictions or for the general abandonment 
of restrictions inconsistent with IX (3) above. Not later 
than three years from the coining into force of the Fund, 
any member still retaining any restrictions inconsistent 
with IX (3) shall consult the Fund as to their further 
retention. 

(4) In its relations with member countries, the 
Fund shall recognise that the transition period is one of 
change and adjustment and in deciding on its attitude to 
proposals presented by members it shall give the member 
country the benefit of any reasonable doubt. 
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APPENDIX VI 

World's first International Monetary Agreement 

(Summary of Text} 

The following is a summary of the final draft of the 
proposed Fund. The purposes of the International Mone- 
tary Fund as set forth in Article of the text are 
"(1) to promote international monetary cooperation 
through a permanent institution which provides the 
machinery for consultation and collaboration on interna- 
tional monetary problems; (2) to facilitate the expansion 
and balanced growth of international trade, and to 
contribute thereby to the promotion and maintenance of 
high levels of employment and real income, and to the 
development of the production resources of all members 
as primary objectives of economic policy; (3) to promote 
exchange stability, to maintain orderly exchange stability, 
to maintain orderly oxchango arrangements among 
members and to avoid competitive exchange depreciation; 

(4) to assist in the establishment of a multilateral system 
of payments in respect of current transactions between 
members and in the elimination of foreign exchange 
restrictions which hamper the growth of world trade; 

(5) to give confidence to members of making the Fund's 
resources available to them under adequate safeguards, 
thus providing them with the opportunity to correct 
maladjustment in their balance of payments without 
resorting to measures destructive of national or interna- 
tional prosperity; (6) in accordance with the above, to 
shorten the duration and lessen the degree of disequili- 
brium in the international balances of payment of 
members." 

Article Two sets forth the conditions of membership. 

It provides that the ' 'original members shall be 

those countries represented at the conference whose 

governments accept membership before December 21, 
1945. Membership shall be open to the governments of 
other countries at such times and in accordance with such 
terms as may be prescribed by the Fund." The proposal 
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dratted by the conference will be submitted to the legisla- 
tive bodies of the countries represented for legal ratifica- 
tion. Agreement of the delegates at the conference to 
the proposal does not bind their governments. 

Article Three of the text deals with quotas and 
subscriptions to the 8,806 million dollar Fund. Quotas 
for the countries represented at the Bretton Woods con- 
ference have been set and arc part of the final Fund 
document. The plan provides, further, that the "quotas 

of other members shall be determined by the Fund 

The Fund shall at intervals of live years review and, 
if it deems appropriate, propose an adjustment of the 

quotas; it may also consider at any other time the 

adjustment of any quota at the request of the member 
concerned. A four-fifths majority of the total voting 
power shall be required for any change in quotas and no 
quota shall bo changed without the consent of the 
member concerned." The article says ''each member 
shall pay in gold as a minimum the .smaller of (1) 25 
per cent of its quota or (2) ten per cent of its net official 
holdings of gold and dollars an on the date... the Fund 
notifies members... it will shortly bo in a position to 
begin exchange transactions." Each member shall 
furnish to the Fund the data necessary to determine it* 
net official holdings of gold and U. S. dollars. k< Each 
member... shall pay the balance of its quota in its own 
currency." The text contains a clause providing ^for an 
alternative gold figure [agreed to by the Fund in the cas<* 
of countries which by reason of enemy occupation cannot 
determine gold holdings accurately. 

Article Four of the plan is devoted to the establish- 
ment of par values of currencies, the methods for making 
authorised changes in par values, members' obligations 
regarding changes in par values, members' obligations 
regarding stability of change ; and is in fact the heart of 
the document as it relates to currency stabilisation. The 
article provides that "the par value of the currency of 
each member shall be expressed in terms of gold as a 
common denominator or in terms of the U. S. dollar of 
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the weight and fineness in effect on July J, 1944." Also 
"each member undertakes to collaborate with the Fund 
to promote exchange stability, to maintain orderly 
exchange arrangements with othor members, and to 
avoid competitive exchange alterations/' The Fund 
plau provide* machinery for changing the par value of a 
member's currency only on the proposal of the member 
and only after consultation." The Fund plan allows for 
an initial ten per cent increase in par value to which the 
Fund shall raise no objection. Section Five of Article 
Four provides for further increases in this manner. For 
an "increase which does not exceed a further ten per 
eeiit of the initial par value, the Fund may either concur 
or object but shall declare its attitude within 72 hours 
if tho member so requests/' On changes not within 
these groups, the Fund may either concur or object but 
shall be entitled to a longer period of time to declare its 
attitude. 

The plan also provides that members can make such 
changes in par value as do not affect the international 
transactions of. ..members of the Fund without con- 
currence. Article Four also outlines penalties for un- 
authorised changes in par value by a member. The 
sanctions which can be evoked are ineligibility to use the 
resources of the Fund or, in certain cases, expulsion 
from membership. In the matter of uniform changes in 
par value the plan provides that :'the Fund by a majority 
of the total voting power may make uniform, propor- 
tionate changes in the par valuo of the currencies of all 
members provided each such change is approved by 
every member which has a ten per cent or more total of 
the quotas. The par value... shall, however, not be 
changed under this provision if within 72 hours the 
member informs tho Fund that it does not wish the par 
value of its currency to be changed by such action." 

Article Five sets out methods for conducting tran- 
sactions with tho Fund. It says in part : "Kadi 
member shall deal with tho Fund only through its 
treasury, central bank, stabilisation fund or other similar 
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fiscal ageuey and the Fund vshall deal only with or 
through the same agencies." The article sets up general 
conditions governing the use of the Fund's resources and 
provides* that "a member shall be entitled to buy the 
currency of another member from the Fund in exchange 
for its own currency.. , when it is presently needed for 
making payments... consistent with the provisions of this 
agreement... and when the purchase would not cause the 
Fund's holdings of the purchasing member's currency to 
increase by more than 25 per cent of its quota in 12 
months." The plan also provides means of waiving these 
and other conditions in "consideration of periodic or 
exceptional requirements of the member requesting the 
waiver/* 

Article Five also says : hC Whenever the Fund is of 
the opinion that any member is using the resources of 
the Fund in a manner contrary to the purposes of the 
Fund, it shall present to tho member a report setting 
forth the views of the Fund and prescribing a suitable 
time for reply. After presenting such a report... the 
Fund may limit the use of its resources by the member 
if no reply. ..IK received..., or if the reply is unsatisfac- 
tory thf Fund may continue te limit the member's use 
of the Fund's resources, or may after giving reasonable 
notice, declare the member ineligible to use the resources 
of the Fund/' 

Artielo Fire also sots up a system of siiding-scale 
charges which the Fund may levy against members based 
on the average duil} balance of its currency held by the 
Fund in excess of the member's quota. The charges are 
at the following rates : "(1) On amounts not more than 
25 per cent in excess of the quota, no charge for the first 
three months, one-half per cent per annum for 
the next nine months and thereafter an increase in the 
charge of one-half per cent for each subsequent year ; 
(2^ On amounts more than 25 per cent and not more than 
50 per cent in excess of the quota, an additional one- 
half per cent for the first year and an additional one-half 
per c*nt for each subsequent year ; (3) On each additional 
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bracket of 25 per cent in excess of the quota, an addi- 
tional one-half per cent for the first year and an addi- 
tional one-half per cent for each subsequent year." Thin 
system of fees is an important part of the Fund's opera- 
tion, since the amounts involved are sizeable and arc 
designed to discourage continuing unbalanced trends of 
currencies flowing into the Fund. 

Article Six makes it impossible for a member to use the 
Fund's resources "to meet a large or sustained outflow of 
capital." 

Article Seven is devoted to the control of scarce cur- 
rencies in the Fund. Tt says in part: "When the Fund 
finds that a general scarcity of a particular currency is 
developing, it may so inform members and may isMie a 
report setting forth the cause of the scarcity and contain- 
ing recommendations designed to bring it to an end. A 
representative of the member whose currency is involved 
shall participate in the preparation of the report." The 
Fund may, if it deems such action appropriate to re- 
plenish its holdings of any member's currency, take either 
or both of the following steps: "(I) Propose to the 

member that the latter lend its currency to the Fund 

or that, with the approval of the member, the Fund 

borrow such currency from some other source ; (-) 

require the member to sell its currency to the Fund 
for gold.' 1 

Article Eight sets forth that the general obligations of 
Fund members are to avoid restrictions on current pay- 
ments, to avoid discriminatory currency practices and to 
agree to the furnishing of whatever information ''the 

Fund may require for its operations, including as the 

minimum necessary" official holdings at home and abroad 
by banking and financial agencies other than official 
agencies of (1) gold, (2) foreign exchange, production of 
gold, gold exports and imports, total exports and imports 
of merchandise, international balance of payments inclu- 
ding (1) trade in goods and services, (2) gold transactions, 
(3) known capital transactions, international investment, 
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position of national income, price indices, buying and 
selling rates for foreign currencies, exchange controls, 
details of amounts awaiting clearance in respect of com- 
mercial and financial transactions. 

Article Nine establishes the status, immunities and 
privileges of the Fund. It shall be immune from judicial 
process. It shall be immune from all taxation and 
custom duties. 

Article Ten provides for "cooperation with other 

international organisations.'* 

Article Eleven requires member nations not to engage 
in any transaction with non-member nations which would 
be contrary to "the provisions of this agreement or the 
purposes of the Fund/. 

Article Twelve is devoted to the organisation and 
management of the Fund. The Fund shall have a board 
of governors, executive directors, a managing director and 

a staff. There shall be not less than 12 directors who 

need not be governors Five shall be appointed by the 

five members with the largest quotas Two shall be 

elected by the American republics not entitled to appoint 
directors.^.. -Five shall be elected by other members not 
entitled to appoint directors." Election is to be by pro- 
portional representation. The,, executive directors shall 
function in continuous session. The executive directors 
shall select a managing director who shall not be a 
governor or an executive director. The article also pro 
vides that "each member shall have 260 votes plus OTV 
additional vote for each part of its quota eqivalent to 
100,000 U. S. dollars." 

Article Thirteen establishes that "the principal offict 
of the Fund shall be located in the territory of the mem- 
ber having the largest quota, and agencies or branch 
offices may be established in territories of other members." 

Article Fourteen is devoted to the Fund's status in the 
transitional period and establishes that "the Fund is not 
intended to provide fascilities for relief or reconstruction 
^or to deal with international indebtedness growing out of 
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the vrar." The article also provides for the withdrawing 
of exchange restrictions by members as soon as conditions 
are ,*uoh "that they will be able in the absence of such 
restrict ions to settle their balance of payments in a 
manner which will not unduly encumber their access te 
the resources of the Fund." 

Article Fifteen recognises the right of members to with- 
draw from the Fund "at any time by transmitting a 
noticr in writing to the Fund at its principal office." 
This portion also traces in technical detail the settlement 
of accounts with members withdrawing "with reasonable 
dispatch arid by agreement between the member and the 
Fund/ 

Article Sixteen is devoted to emergency provisions, 
the most important of which is that "the executive direc- 
tors hvunaiiinif^l vote may suspend for a period not more 
tl}an4P days the operation of the main functions of 




sets a method for amending the 
three-fifths of the members having four- 
fifthy of the total voting power have accepted a proposed 
amendment ...... " 

Articles Eighteen and Nineteen are devoted to inter- 
pretation and explanation of terms. 

Article Twenty establishes that "this agreement shall 
elite.; into force when it has been signed on behalf of 
governments having 65 per cent of the total quotas ...... 

but in no event ..... before May 1, 19 J 5." 

Scheduled Ci A" of the text is a table of quotas for the 
44 nations at the conference. 

Schedule "B" fills in do taiU of earlier provisions on 
the purchase by a member of its currency, the election of 
executive . lireetors, the settlement oi acco'rHs with with- 
drawing members, the technical details of Fund liquida- 
tion, 

The final text is slightly more than 15,000 words long, 
covering 60 pages. TJSOWT. 
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APPENDIX VII 
Agreement reached on First International Bank 

(Summary of Text). 

Brettoii Woods, N. H. At the final plenary 
before adjournment of the United Nations Monetary and 
Financial Conference, delegates accepted the, iinal draft 
of a plan to establish the world's first International Bank 
for Reconstruction and Development. Delegate** from 
44 nations who had worked on thin and other planw for 
the conference since July 1 were in attendance. The 
following IK a summary of the articles of agrwm*nt on 
the Bank. 

Article One sets fortli the purpose of the bank as: 

"(1) To assist in the reconstruction and development 
of territories of members by facilitating the investment 
of capital for productive purposes, including the restora- 
tion of economies destroyed or disrupted by war, the 
reconversion of productive facilities to peace time needs 
and the encouragement of the development of pvodm five; 
facilities and resources in loss developed countries; 

"(2) To promote private foreign investment by means 
of guarantees or parti cipatians in loans and other invest- 
ments made by private investors and when private capi- 
tal is not available on reasonable terms to supplement 
private investment by providing on suitable rendition M 
finance for productive purposes out of its own Capital 
funds raised by it and its other resources; 

"(3) To promote the long range balanced growth of 
international trade and the maintenance of equilibrium 
in balances of payments by encouraging international 
investment for the development of the productive 
resources of members, thereby assisting in raiding pro- 
ductivity, the standard of living and conditions of 
labour in their territories; 

"(4) To arrange the loans made or guaranteed by it in 
relation to international loans through other ohannela 00 
that the more useful and urgent projects, large ami 
alike, will be dealt with first ; 
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"(5) To conduct its operation** with due regard to the 
ftfect of international investment on business conditions 
in the territories of members and, in the immediate post- 
war years, to assist in bringing about a smooth transition 
from a. wartime to peacetime economy. 

Article Two sets forth the conditions of membership 
in the capital of the bank. It provides that "The original 
members of the Bank shall be those members of the 
International Monetary Fund whieh accept membership 
in the Bank l>efoiv December 31, 1945. Membership 
fehall l>o open to other Fund members in accordance with 
term* proscribed }>y the Bank. Section Two of the 
article establishes that ''authorised capital stock of the 
Bank shall be ten billion dollars in terms of U. S. dollars 
of the weight and fineness in effect 011 July 1, 1944. The 
capital stock shall be divided into 100,000 shares to have 
a par value of 100,000 dollars each, which shall be avail- 
able for subscription only by members." Quotas set for 
the 44 nations at the conference total 8,800,000,000 
dollar*, leaving 1,200,000,000 for subscription by other 
nations. The agreement providevS for an increase in 
capital stock when voted by a three- quarters majority of 
the total voting power and such increases will be made 
available for subscription by members on a proportional 
ysteDi. Section Five, Article Two sets forth that 4< the 
u1>6cription of each member shall be divided into two 
parts a follows : (1) 20 per cent shall be paid or subject 
po caJL..ap needed by the Bank for its operation ; (2) 
the remaining 80 per cent shall be subject to call by the 
Bank only when required to meet obligations of the 
Bank../' The plan provides that "payment of subscrip- 
tions... shall be made in gold or U. S. dollars and in the 
currencies of the members as follows : (l)...two per cent 
of the price of each share shall be payable in gold or 
U. S. dollars and when calls are made the remaining 18 
per cent shall be paid in the currency of the member. 
(2) When a call is made, .payment may be made at the 
option of the member either in gold, in U. S. dollars, or 
in the currency required to discharge the obligations... 
for which the call is made," The article also provider 



that the two per cent payable in gold "shall be paid 
within 60 dnys of the date on which the Bank begins 
operations, provided that (1) any original member... 
whose metropoliton territory has suffered from enemy 
occupation or hostilities during the present war shall be 
granted the right to postpone payment of one-half per 
cent, a quarter of the payment, until five years after that 
date. (2) An original member whose gold reserves are 
seized or immobilised as a result of the war may post* 
pone all payments until such date as the Bank shall 
decide." 

Article Three sets forth the general provision relating 
to loans and guarantees. It says that "the resources 
and the facilities of the Bank shall be used exclusively 
for the benefit of members with equitable consideration 
to projects for development and projects for reconstruc- 
tion alike... The total amount outstanding of guarantees 
aurf participations in loans made by the Bank shall not 
be increased at at any time if by such increase the .total 
would exceed 100 per cent of the unimpaired subscribed 
capital reserves and surplus of the Bank..." The 
heart of the Bank proposal is Section Four of Article 
Three which establishes conditions under which the Bank 
may guarantee or make loans. It provides that "the 
Bank may guarantee, participate in or make loans to any 
member or any political sub-division thereof, and any 
business, industrial and agricultural enterprise in the 
territories of a member subject to the following condi- 
tions : (1) When the member in whose territories the 
project is located is not itself the borrower, the member 
of the central bank, or some comparable agency of the 
member which is acceptable to the Bank, fully guarantees 
the repayment of interest and other charges on the loan. 
(2) The Bank is satisfied that in the prevailing market 
. conditions the borrower would be unable otherwise to 
obtain the loan under conditions which in 'the opinion 
of the Bank are reasonable .for the borrower* (3) A 
competent committee... has submitted a written report 
recommending the project after a careful study of the 
merits of the proposal. (4) In the opinion of the Bank 
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the rate of interest and other charges are reasonable d 
such rate charges and the schedule for repayment of 
principal are appropriate to the project. (5) In making or 
guaranteeing a loan the Bank shall pay due regard to the 
prospects that the borrower, and if the borrower is not a 
member, that the guarantor, will be in position to meet 
its obligations under the loan, and the Bank shall act 
prudently in the interests both of the particular member 
in whose territories the project is located and of the 
members as a whole. (6) Tn guaranteeing a loan made by 
other investors the Bank receives suitable compensation 
for its risk. (7) Loans made or guaranteed by the Bank 
shall except in special circumstances be for the purpose 
of specific projects of reconstruction or development." 

"The Bank shall impose no conditions that the 
proceeds of a loan shall be spent in the territories of any 
particular member or members. The bank shall make 
arrangements to ensure that the proceeds of any loan are 
used only for the purposes for which the loan was granted 
with due attention to considerations of economy and 
efficiency and without regard to political or other non- 
economic influences or considerations. In the case of loarcn 
made by the Bank the Bank, shall open an account in the 
name of the borrower and the amount of the loan shall 
be credited to this account in the currency or currencies 
in which the loan is made. The borrower shall be per- 
mitted by the Bank to draw on this account only to 
meet expenses in connection with the project a-s they are 
actually incurred." 

Article Four of the act of agreement outlines the 
three broad ways in which the proposed Bank may make 
or facilitate loans which satisfy its conditions. They 
are : "(1) by making or participating in direct loans out 
of its <jwn funds ; (2) by making or participating in 
direct Joans out of funds raised in the market of a 
member or otherwise borrowed by the Bank ; (3) by 
guaranteeing in whole or in part loans made by private 
investors through the usual investment channels." The 
latter activity is to constitute the major operation of the 
Bank, accounting for SO per cent of its resourcoe. Twenty 
per cent or 2 000,000,000 dollars, plus earned urpln0p*, 
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is to be the extent * of direct loans by the Bank. r tiie 
balance of the article is devoted to technical provisions 
which make it possible for the Bank to pay borrowers in 
the currency needed to complete transactions in a coun- 
try other than the borrowing one. Tn general, the 
section provides that "currencies' receive- 1 by the bank-., 
shall be changed for the currencies of other members or 
reloaned only with the approval of the members wbose 
currencies are involved..." Provision is made under 
which the Bank may acquire currencies it needs to meet 
its own contractual obligations. Article Four also says : 
"The terms and conditions of interest and amortisation, 
payments, maturity, and dates of payment of each loan 
shall be determined by the bank... During the first ton 
years of the Bank's operation, the rates of commissions 
for guaranteeing loans shall be not less than one per cent 
per annum and not greater than one and one-half pel- 
cent per annum... Guarantees by the Bank shall provide 
that the Bank may terminate its liability... upon default 
by the borrower and guarantor, if any, if the 
Bank offers to purchase... the bonds or other obligations 
guaranteed... The amount of commissions received... shall 
be set aside as a special reserve which shall be kept 
available for meeting liabilities of the Bank..." Section 
Ten of Article Four says : "'The Bank and its officers 
shall not interfere in the political affairs of any member 
nor shall they be influenced in their decisions by the 
political character of the member or members concerned ; 
only economic considerations shall be relevant to then 
decisions and these considerations shall be weighed 
impartially in order to achieve the purposes ol the 
Bank." 

Article Five sets up the organisation and management 
of the Bank which " shall have a board of -governors; 
executive directors, a president and such other officers 
and staff to perform such duties as the Bank may deter- 
mine. All powers of the Bank shall be vested in the 
board of governors consisting of one governor and one 
alternate appointed by each member in such manner aa 
it may determine... The board of governors shall hola 
anritial meetings as may be provided for the board Or 
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called by the executive directors..." The article also 
establishes voting power in this fashion : "Each member 
shall have 250 votes plus one additional vote for each 
share of stock held. The executive directors shall be 
responsible for the conduct of the general operations of 
the Bank... and shall exercise all the powers delegated to 
them by the board of governors... There shall be 12 
eEXecutive directors who need not be governors and of 
whom : (1) five shall be appointed one each by the five 
members who have the largest number of shares ; (1) 
seven shall be elected according to a system of propor- 
tional representation by all the governors other tha:i 
those appointed by the five members who have the largest 
number of share." Executive directors shall be appointed 
or elected every two years... The executive directors shall 
function in continuous session at the principal office of 
the Bank and shall meet as often as the business of the 
Bank shall require... The executive directors shall select 
a president who shall not be a governor or an executive 
director... The president shall not be a governor or an 
executive director... The president shall be chairman of 
the executive directors... and chief of the operating staff 
of the Bank, and shall conduct . the ordinary business 
of the Bank ..subject to the general control of the 
executive directors... There shall bean advisory council 
of not less than seven persons selected by the board of 
governors, including representatives of banking, commer- 
cial, industrial, labour and agricultural interests, and 
with as large a national representation as possible... The 
council shall advise the bank on matters of general 
policy... 

Article Five also establishes a loan committee which 
"...shall include an expert selected by the... member in 
whose territory the loan is located, and one or more 
members of the technical staff of the Bank." Section 
Nine of the article says : "The principal office of the 
Bank shall be located in the territory of the member 
holding the greatest number of shares. .." In a section 
covering the publication of reports and information the 
agreement says that "the Bank shall publish an annual 
report... and bhall circulate to members at intervals of 



three months or less a summary statement of it** 
financial position and a profit and loss statement..." 

Article Six provides for withdrawal and suspension 
of membership and the suspension of operations of the 
Bank. It says that "any member may withdraw from 
the Bank at any time by transmitting a notice in writing 
to the Bank at its principal office... Any member which 
ceases to be a member of the International Monetary 
Fund shall automatically cease after three months to be 
a member of the Bank... unless by three-quarters vote 
the Bank has agreed to allow it to remain a member... 
When a government ceases to be a member it shall 
remain liable for its direct obligations to the Bank and 
its contingent liabilities with respect to loans and 
guarantees entered into thereafter by the Bank..." The 
same article provides that "in an emergency the execu- 
tive directors may suspend temporarily operations in 
respect to new loans and guarantees, pending an 
opportunity for further consideration and action by the 
board of governors The Bank may suspend per- 
manently its operations in respect to new loans and 
guarantees by vote of a majority of the governors 

exercising a majority of the total voting power " 

Article Six then outlines in technical detail the method 
of valuing assets to members when two conditions have 

been met : "(1) all liabilities have been discharged. .; 

a majority of ths governors... have decided to make a 
distribution." Such distribution is to be made accord- 
ing to the "proportionate share of each member based 
on the ratio of its shareholding to the total outstanding 
shares of the Bank...." 

Article Seven deals in technical terms with the status, 
immunities and privileges of the Bank, and provides 
that "the Bank shall possess full judicial personality, ""in 
particular the capacity (1) to contract, (2) to acquire and 
dispose of immovable and movable property, (3) to 
institute legal proceedings. .The assets of the Bank 
shall... be immune from all forms of seizure, attachment 
or execution before the delivery of final judgment against 
the Bank . . 



Article Eight provides that amendments may be made 
to the Bank agreement "when three-fifths of the 
members having four-fifths of the total voting power have 
accepted the proposed amendment " 

Article Nine deals with interpretation of provisions 
of the agreement and says that questions arising out of 
interpretation "shall be submitted to the executive 
directors for their decision.. . 

Article Ten provides: "Whenever approval of any 
member is require 1 before any act may be done by the 
Bank, except in Article Eight, approval shall be deemed 
to have been given unless the member presents an 
objection within such reasonable period as the Bank 
may fix in notifying the member of the proposed act." 

Article Eleven says that "this agreement shall enter 
into force when it has been signed on behalf of govern- 
ments whose minimum subscriptions comprise not less 
than 65 per cent of the total subscriptions of nations at 
the conference.. .This agreement shall remain, open for 
signature, .until December 31, 1945 for countries already 
assigned quotas. As soon as this agreement eaters into 
force, .each member shall appoint a governor and (the 
nation with the largest quota) shall call the first meeting 
of the board of governors., which meeting shall make 
selection of provisional executive director...." 

Schedule "A" of the document sets forth the quota 
For the 44 nations who helped draft the plan at the 
Brett on Woods conference. 

Schedule "B" outlines the details of the proportional 
representation system by which executive directors shall 
l)e elected by the board of governors. The final articles 
of agreement on the Bank become part of the acts of the 
International Monetary and Financial Conference after 
acceptance by the plenary session. The final acts, 
including a plan for the International Monetary Fund, 
the proposed Bank and other resolutions are to be 
submitted to the legislative bodies of the countries for 
ratification. The Bank proposal in its final form con- 
tained approximately 10,000 words covering 44 
pages. USOWI. 



